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EDITORIAL COMMENT 


Japan Attacks the United States 


ERE the interests of the United 

States in the Far East sufficient to 

justify our pursuit of a policy 
likely to bring about a conflict between 
Japan and the United States? 

Up to one o’clock, Standard Eastern 
Time, of Sunday, December 7, 1941, 
this was a debatable question. At five 
minutes after one o’clock it was so no 
longer. Japan, it was then first learned, 
had attacked the United States; and, 
having done so, this question passed 
out of the realm of debate. 

On December 8, the day following the 
Japanese attack, the Congress of the 
United States, in response to a request 
from the President, declared that a 
state of war existed between the United 
States and Japan. In the Senate the 
vote was unanimous, and in the House 
with one exception. 

Now the question uppermost in the 
minds of the American people is how 
to give effect to this declaration. 

That it will be made effective is some- 
thing subject to no doubt whatever. 

At whatever cost in resources of every 
kind, the conflict will be waged until 
Japan is defeated. 

By a wanton attack on the United 
States, the Japanese Government made 
its choice. It must abide the result. 

Heretofore there has been some divi- 
sion of opinion respecting certain as- 
pects of our foreign policy. With re- 


spect to Japan’s aggression no such 
division exists. Never has the country 
been more united. Never has it been 
more unshakably determined to follow 
to a victorious conclusion the course 
marked out by the President and the 
Congress of the United States. In 
support of that declaration, with neither 
variableness nor shadow of turning, 
stand 130,000,000 Americans. 

Discussion of the controversy that led 
up to the present situation is beside the 
point. It may engage the attention of 
future historians, but has no place in 
carrying out the declared object of our 
Government, which is the complete de- 
feat of Japan. 

One fact, however, will not be for- 
gotten: we were attacked while the en- 
voys of Japan were here apparently en- 
gaged in peace negotiations, and at the 
very moment when President Roosevelt 
had addressed to the Emperor of Japan 
a strong plea for a peaceful settlement. 

At a time when the “blood begins the 
safer guides to rule” there is danger 
that the strength of the enemy may be 
underrated. That is a mistake that must 
not be made. In the course of this con- 
flict, as there was at the beginning of 
it, reverses to the American forces will 
happen. But they will cause here no 
feeling of apprehension of the final out- 
come. They will, on the contrary, serve 
but to stiffen American determination 
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to continue the struggle until it results, 
as most certainly it will, in the = 
overthrow of the enemy. ; 

In this momentous hour of our na- 
tional history, there are no longer any 
classes, races, creeds or parties. There 
are Americans only, solidly united in 
unremitting support of the position 
taken by the Congress and the Presi- 
dent. 

© 


THE BANKER AND WAGE HOURS 


MONG the many exacting regulations 

to which the banks of the United 
States must now conform, the Wages 
and Hours Act is conspicuous for the 
demands it makes on the banker’s time. 
As an executive—and the definition of 
“executive” lacks clarity—he himself 
cannot claim any addition compensa- 
tion for the time he must consume in 
his task of figuring out the pay and 
working hours of his employes. That 
the task is by no means easy or simple 
may be seen from the following ex- 
ample for making this computation, 
taken from a recent article in these 
pages: 


Example: (Employe works 45 hours) 
$100 monthly wage X 12 months + 52 


weeks = $23.08, the weekly wage 
$23.08 — 45 hours = $0.513 hourly 
rate for this particular work week. 
$0.513 ~— 2 5 hours overtime = 
$1.28 overtime due the employe. 

Which seems like a lot of calculation 
for the rather slender result. 

Whatever may be the desirability of 
the Wages and Hours Act as applicable 
to industry in general, its necessity for 
banking is open to serious question. 
There does not seem to have been much 
evidence that the banks were overwork- 
ing and underpaying their employes to 
a degree that called for Federal regu- 
lation of hours and wages. Doubtless 
bank employes, as a general rule, were 
willing to work as long as might be 
necessary, and the banks were equally 
willing to see that they were justly paid 
for any substantial amount of overtime. 

In some cases this was not true, 
though it is probable that they were 
not numerous enough to warrant the 


application of this law to all the banks, 
and thus to compel the banker to de- 
vote much time to calculating what 
hours and what pay his employes are 
entitled to under the Wages and Hours 
Act. The time thus consumed could be 
better employed in serving the public. 
A leading New York banker once 
stated the case very clearly when he 
said, “our employes know that if they 
do the right thing by the bank, the bank 
will do the right thing by them.” 


© 


A CURIOUS CASE OF BANK 
TAXATION 


F newspaper reports are accurate, a 

somewhat novel and interesting case 
of bank taxation has been brought to 
light by certain happenings in the Dis- 
trict of Columbia. It is reported that 
the District taxing authorities have as- 
sessed a tax against the costly building 
which houses the Federal Reserve Board 
in Washington. The amount involved 
represents a very substantial sum. This 
demand has been rejected, or rather ig- 
nored, by the Federal Reserve Board. 
The District authorities have, therefore, 
proposed to sell the building for unpaid 
taxes. 

In this controversy an_ interesting 
question is involved, and it refers to 
whether or not the building is exempt 
from local taxation. 

When Congress was legislating on 
the matter of taxing national banks by 
the respective states, its chief concern 
was that these institutions should not 
be taxed at a rate greater than that 
applied to other moneyed capital in the 
hands of individual citizens. 

There is one outstanding case in the 
history of bank taxation, that of Mc- 
Culloch vs. the State of Maryland. In 
1818 Maryland had enacted a law pro- 
viding that any bank or branch bank 
established in the state, without first 
obtaining the state’s authority, should 
not issue notes except upon stamped 
paper, procured from a state officer, and 
of the denominations of $5, $10, $20, 
$50, $100 and $1,000, on which was 
imposed a tax of 10, 20, 30 and 50 


2 THE BANKERS MAGAZINE for January, 1942 





Berween a city bank and 
its correspondents are many ties 
less tangible, but more signifi- 
cant, than the daily exchange 
of letters, phone calls, and visits. 


Through every transaction en- 
tered on the books, each becomes 
a part of the other. Every 
service rendered both meets a 
need and adds to the store of 
valuable experience. 


We gratefully acknowledge the 
part our friends have had in 
the growth of this institution. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 18038 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$45,000,000 


Memter of Federal Deposit Insurance Corporation 
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cents, $1, $10, and $20, respectively, 
but that $15,000 might be paid annually 
in lien of this tax. The penalty for 
failure to pay the tax was to be a fine 
of $500 for establishing such a bank, 
branch or office, and $100 for circulat- 
ing unstamped notes. The law was 
aimed at the branch of the Bank of the 
United States in Baltimore. The Su- 
preme Court of the United States, in the 
famous case of McCulloch vs. the State 
of Maryland, decided, in 1819, that the 
law was unconstitutional, on the ground 
that it interfered with one of the Gov- 
ernment’s implied powers. 

Since Chief Justice John Marshall, in 
this opinion, stated that the power to 
tax was the power to destroy, it would 
seem to follow that this decision might 
be relied on by the Federal Reserve 
Board to protect its building from 
forced sale by the taxing authorities of 
the District of Columbia. 
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BANKS AND THE WAR 


S citizens bankers themselves will be 


during these times in the same posi- 
tion as other citizens, but the institu- 
tions which they represent will have 


special duties to perform. In the first 
place, they will be called on to perform 
many additional services which war will 
demand. They will also have to add 
substantial amounts to their already 
large holdings of Treasury certificates 
and United States bonds. Manifestly, 
the banks will also have greatly to ex- 
pand their loans for defense purposes. 

Beyond these direct services, all of 
which the banks will cheerfully and effi- 
ciently render, they can do much out- 
side these regular duties in assisting the 
defense program. Especially can they 
be helpful in urging the people of their 
respective communities to buy United 
States bonds and savings stamps. The 
bankers understand quite well why it 
is desirable that these obligations 
should be purchased out of the current 
savings of the people, rather than by 
be passed along to the people so that 
they will be likewise instructed. Actu- 
ally, in buying these obligations them- 


selves, the people are setting up a 
bulwark against inflation and thus aid- 
ing powerfully in their own protection 
against a runaway rise of prices. 
Fortunately, the banks are in a strong 
and liquid position, with abundant re- 
serves and a credit resource that is 
practically inexhaustible. That the 
banks of the United States will ade- 
quately meet the emergency brought 
on by war, may be confidently asserted. 
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“WHOM THE GODS WOULD 
DESTROY” 


NOTHING but that madness which is 

a forerunner of destruction could 
have impelled Germany to embark on 
its grandiose and fatal enterprise of 
world conquest. Before that fatal step 
was taken, Germany was in a position 
to reach a position of great prosperity. 
How did her “statesmen” expect to add 
to that opportunity by destroying the 
lives and wealth of her neighbors and 
customers? Dead people may offer 
some chance of business to the under- 
taker, but as future customers they are 
of no account. Even among the living, 
despoiled by war of their means of live- 
lihood, the opportunities for doing busi- 
ness are not attractive. 

Germany has enslaved and impover- 
ished practically every country in 
Europe. What hope can she have of 
doing a profitable trade with paupers 
and slaves? 

The way to prosperity is not by de- 
stroying wealth but by conserving and 
increasing it. And the opportunities 
for trade are not increased but greatly 
diminished by impoverishing and kill- 
ing the people with whom trade is to 
be carried on. 

Germany, with all its boasted science 
and culture, failed to realize these ele- 
mental truths, and with inconceivable 
blindness set about enslaving and kill- 
ing millions of people who constituted 
the very chief source of her interna- 
tional trade. 

From all of which can only be drawn 
the obvious conclusion, that whom the 
gods would destroy they first make mad. 
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MEETING THE INCREASED COST 
OF LIVING 


INCE the cost of living in this coun- 

try is showing a considerable ad- 
vance, many banks are finding it neces- 
sary to increase salaries and wages so 
as to lessen the burden imposed on em- 
ployes and officers by this added cost 
of living. In Canada this principle has 
been applied to industry, wages being 
automatically increased as the cost of 
living rises. 

The motives that lie back of this 
policy of meeting the advanced cost of 
living by increasing wages and salaries 
are not open to question. On the con: 
trary they are in themselves highly 
commendable. But it is not clear that 
the results of this policy will be satis- 
factory. Wages and salaries largely en- 
ter into the cost of production, and 
therefore into the cost of living. And 
their increase, so to speak, adds fuel 
to the fire. Not only is this true, but 
by increasing wages and salaries the 
ability to consume—further to meet 
and to accelerate the cost of living— 
grows with this increase. Thus we have 
something like the vicious spiral about 
which economists have so much to say. 


As already stated, no criticism is here 
made or implied of the banks that are 
taking the course indicated. But it 
would be enlightening if one could be 
sure that this is the best means of meet- 
ing a situation for the remedy of which 
some wise course of action is well un- 
derstood to be both desirable and 
necessary. 







© 
NO TIME FOR EXPERIMENTS 


We do not have to look for any new 
developments which would tend to 
attack our present dual system of bank- 
ing for the duration of the war. We 
are going to be too busy providing 
what it takes to spend any time in pro- 
ducing ay more competing agencies to 
the banks. For this we should be 
grateful and appreciative—West Vir- 
ginia Bankers Association. 
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The Practical Operation 
of a 
Small Bank’s Credit 
Function 



















By 
JOHN WETZEL 


Assistant Cashier, 
The Bayside National 
Bank, Bayside, N. Y. 

























ERE at last is a book on bank 
credit procedure for the use of 
smaller banks. In writing it the 
author had in mind the small 









interior bank with total assets of 
from one to ten millions, employ- 
ing in its credit department a 
maximum personnel of an execu- 
tive officer and one or two clerks. 















It is intended to be a manual of 
operations —a manual that will 
meet the restrictions of a small 
bank’s credit facilities and yet be 
consistent in its recommended 
procedure with good credit man- 
_ agement practices and able to 
stand the test of bad times with a 
minimum of loss. 





























Send for a copy on 5 days 
approval and judge for yourself its 
every-day usefulness in your bank. 










Price $1.75 delivered 
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BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 
Please send me on approval a copy of 
“The Practical Operation of a Small 
Bank's Credit Function” by John Wet- 
zel. At the end of 5 days I will either 
remit $1.75 or return the book. 












Current Problems in 


Trust Investments 


T is quite easy to see that the invest- 

ment problem is uppermost in the 

minds of trust men today by the 
amount of literature and number of 
speeches on the subject. As I am an 
investment officer, it is naturally upper- 
most in my mind and I wish I could 
conscientiously say that I knew the an- 
swer to all our difficulties. Whether 
they are greater than have existed at 
other times in the past is doubtful, but 
they seem so, and I certainly have no 
desire to minimize them, for if the job 
were too easy the bank might decide 
it could get along without me. 

In estates, the first problem is usually 
not one of investing funds, but of liqui- 
dating assets to provide cash to meet 
liabilities. Seldom do we encounter the 
perfect testator who has left enough 


‘‘There is at present some in- 
dication of a firming in short 
term rates and it is possible that 
Wwe may again be able to buy 
three to six year maturities at 
rates above a starvation level. 
This might also bring some sof- 
tening in the longer term por- 
tion of the market, but for the 
near future, I would expect 
higher rates but not as high as 
we were accustomed to think of 
as normal in the Twenties,’’ says 
Mr. Sharp in this article which 
is based on an address at a 
recent Trust Conference of the 
New Jersey Bankers Associa- 
tion, 





By Dale E. Sharp 


Investment Trust Officer, Guaranty Trust 
Company of New York 


cash to meet all the liabilities and a 
perfectly balanced list of sound secu- 
rities which can be transferred in toto 
to the residuary trusts or to the legatees. 
It is perhaps just as well we don’t, as 
our services would be less in demand, 
and experience pretty generally shows 
that the fees we receive on many estates 
have to carry the continuing losses on 
the trusts arising out of them where the 
trusts are small. 

Customarily we find that the testator 
has left some small amount of cash, a 
Jong list of securities of graduated qual- 
ity, perhaps in interest in a partner- 
ship or stock of a close corporation, 
and some real estate. The liabilities in- 
curred before his death may be great or 
small; a bank loan or debit balance at 
his broker’s, a mortgage on his real es- 
tate; but the liability incurred at his 
death—taxes—is likely to be great 
rather than small and one which must 
be paid in cash within fifteen months. 
So the first duty of an executor is to 
marshall and value the assets, and to 
ascertain the liabilities. 

This done, the investment division is 
called in to determine what assets shall 
be sold to raise the required funds, and 
when. It is here that I think that there 
should be a hard and fast rule—to sell 
at once enough securities so that cash, 
together with stable readily salable is- 
sues, are sufficient to cover the estimated 
liabilities. The amount of the liabil- 
ities is known, and excepting Federal 
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estate taxes which may be recalculated 
as of one year after death, is fixed. Our 
assets are often predominantly common 
stocks. Their value is known today but 
we don’t know what they may be worth 
when the funds are needed. Continuing 
to hold common stocks which must be 
liquidated to pay debts, expenses, and 
taxes is little different from continuing 
a debit balance at a broker’s office, and 
I am sure that there are few who would 
not agree that a brokerage account 
should be closed out promptly. 


What Securities Should Be Sold? 


Needless to say, sales should be quali- 
tative as well as quantitative. We should 
sell first those securities which we are 
least inclined to retain for transfer to 
the trusts or to the legatees, although 
price cannot be disregarded. Occasion- 
ally it will be found that our cash re- 
quirements will have been raised before 
we have exhausted the substandard se- 
curities. It then becomes a problem of 
exercising our best judgment as to the 
time to sell during the remaining period 
of administration. We should not hold 
for long any large amounts of cash not 
needed in the administration of the es- 
tate, as the beneficiaries are deprived of 
the income that might be obtained from 
investing it. Consequently, the trusts 
should be set up at least in part (or a 
distribution made on account to the 
legatees), at the earliest possible date. 
If the estate goes outright, the legatees 
should, where practicable, be asked 
whether they wish to receive cash o1 
to have distribution effected in kind. 

After a year has elapsed, and often- 
times before, it is usually known whether 
the cash on hand will be sufficient. and 
whether the remaining assets can be dis- 
tributed. The investment division’s job 
is then finished as to the estate, and the 
handling of the trusts which began with 
the first distribution, becomes the pri- 
mary problem. The trusts will probably 
have been established in part with secu- 
rities and in part with cash. The trans- 
fer of securities and the investment of 
the cash will be in accord with a pre- 
determined investment policy. 

At this point the problem really be- 


comes difficult. What shall be the in- 
vestment policy? Shall the trust have 
nothing but high grade fixed income se- 
curities? If so, the dollar value of the 
principal will be protected for the re- 
maindermen, but the life tenant will 
surely complain, and probably the life 
tenant was the testator’s first considera- 
tion. Shall it have only fixed income 
sceurities but some which give a higher 
return although are necessarily of lower 
quality? This may satisfy the life ten- 
ant for the present—but if experience 
has taught us anything, it should have 
taught us the danger of reaching for 
income—of trying to obtain a 5 per cent 
return in a 4 per cent market or a 4 
per cent return when the going rate is 
3 per cent or less. And the danger is 
no less to the life tenant than to the 
remainderman, as default means loss of 
income as well as of principal. 

Or shall a part of the trust be in- 
vested in common stocks? The current 
income from common stocks should sat- 
isfy the life tenant today. Future in- 
come, however, is necessarily conjec- 
tural, as is also the value of the prin- 
cipal to be received by the remainder- 
man. It is correct to say that current 
dividends may be*reduced to half before 
the yield is less than from bonds, but 
if that occurs, the value of the principal 
will almost certainly be diminished. 
Future developments will also affect in- 
dividual companies and industries dif- 
ferently and they will be reflected in 
the value of the stocks in the market. 
This means at most that even if the 
trustee is smart, or lucky, and can show 
the principal maintained intact or with 
an overall profit, there nevertheless will 
be losses in individual stocks. 


Common Stocks 


So if a part of the trust is to be in 
common stocks, it should be only after 
careful consideration of all the factors 
involved and specially with a realiza- 
tion of the risks. We should be able 
to show a good record of care in the 
selection of individual stocks and of 
diligence in following them, once the 
investment has been made. 

I think a trustee is justified in buy- 
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ing some stocks for trusts today, for 
four reasons: 

First, in order to give the life tenant 
what you might call a living wage. 

Second, because common stocks to- 
day appear cheaper than bonds, not 
only on a comparison of yields but his- 
torically as well. 

Third, because the cost of living is 
rising and perhaps stocks may help to 
preserve the purchasing power of trust 
income as well as of the remainder on 
distribution. 

Fourth, because the situation in the 
world today is so uncertain that no man 
can say with assurance what may hap- 
pen even in the very near future. Un- 
der these conditions, diversification may 
be the better part of prudence. 

This is not to say that every trust 
should have common stocks, or that we 
should apply for judicial dispensation 
from investing in legals where legals 
are required. The income needs of the 
life tenants should be considered in each 
instance, and in the small trusts, regu- 
larity of income may be more impor- 
tant than a somewhat larger present in- 
come. Also, to the extent that income 
from large trusts is taxable at high 
rates, the net return from common 
stocks may not compensate for the prin- 
cipal risks. Also in some infrequent 
cases, income is in excess of present 
needs which in itself provides a cushion 
against the rising cost of living. 

So far I have mentioned only briefly, 
and then not by the usual name, a 
subject in which I know you are deeply 
interested. “Inflation” is the common 
term, but I have chosen to refer to it 
as “the rising cost of living” because 
it is that of which we are really think- 
ing when we talk of inflation. And 
what we are really concerned about is 
not whether the cost of living will rise 
another 10 per cent—which would only 
put it back where it was in 1929—but 
whether it is to rise 100 per cent as it 
did here in the last war, or 400 per 
cent as it did in France during and 
after the war. 

For eight years we have had many 
of the factors that cause inflations, 
notably, depreciation of the monetary 


unit, rapidly rising national debt, and 
an unprecedented increase in the gold 
supply. Bank deposits and currency 
have reached a new all-time high and 
the volume of reserves of the member 
banks at the Federal would permit the 
creation of many billions more of de- 
posit. Why then have we not had in- 
flation? The answer was in the low 
ebb of confidence as reflected in the 
velocity of money and the very consid- 
erable unused productive capacity of 
industry. The economists’ four M’s— 
men, machines, materials, and money— 
were all partially idle. But in the last 
year, the situation has been vastly 
altered—now only money is not fully 
employed. While priorities may tend 
to reduce employment of the other three 
M’s in non-defense industries, rising 
wages and raw material costs are press- 
ing upwards against selling prices, and 
the supply of consumer goods is being 
reduced while consumer incomes are 
rising. Is not this the familiar spiral 
leading to inflation? The answer would 
undoubtedly be yes if we were operat- 
ing entirely in a free economy and if 
productive capacity were inexpansible. 


Wholesale Price Index 


The Guaranty Trust Company’s 
Wholesale Price Index has risen about 
33 per cent since the beginning of the 
war. A considerable part of this rise 
is accounted for by the farm group, and 
in fact, the rise in the price of non- 
farm commodities has been little more 
than 10 per cent. However, agricul- 
tural prices started from a_ semi- 
depressed level, and the higher prices 
should encourage greater production, 
which indeed seems now to be the Gov- 
ernment’s desire. This should retard, 
if it does not halt, any further rise in 
this group. 

Imported commodities have risen. 
mainly because of higher shipping 
costs, but for several of these, the Gov- 
ernment is now the only buyer and at a 
fixed price. Many raw materials and 
some manufactured articles have had 
price ceilings placed on them, and the 
Congress now has before it a bill for 
broader application of price control. 
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On the whole, the outlook seems to 
be for some further moderate increase 
in the cost of living, but there seems 
little likelihood of it doubling or 
tripling in the near future. 

It is not at all certain that, even if 
an inflation were imminent, common 
stocks would be much protection against 
it. We are today witnessing the de- 
pressing effect of taxes on earnings and 
dividends, and heavy taxation had a 
similar depressing effect in the French 
inflation. 

It is probable, however, that if com- 
modity prices generally were rising 
sharply, earnings would be discounted 
at a lower rate in spite of taxes, which 
is to say that stocks would sell at higher 
price-earnings ratios and yield less. If 
so, the purchsaing power of the prin- 
cipal would be at least partially main- 
tained although increases in income 
would be at a slower rate and in fact 
might actually be increased only by 
switching into fixed income securities 
which presumably would be selling 
much lower than at present. Our 
studies of the inflation in France led 
us to the conclusion that stocks, while 
not fully preserving the purchasing 
power of money, were much more effec- 
tive in this than bonds; also that the 
stocks that would give the best account 
of themselves are those that one would 
be inclined to buy in ordinary times— 
that is, the stocks of well financed and 
well managed companies in sound and 
growing industries. 


Inflation 


To most people inflation is a scare 
word, and most of their thinking about 
it is emotional; our duty is not to be 
scared, but to think about it rationally. 
I do not mean to say that there cannot 
be other conclusions drawn from the 
evidence than the one I have outlined, 
but only that we should not allow our- 
selves to be stampeded into hasty 
action. 

If your conclusions are similar to 
mine, you will buy some stocks in the 
non-restricted trust, perhaps to the ex- 
tent of a quarter to a third of its value. 
If you buy more, or if you buy none 


*‘Our studies of the inflation 
in France led us to the conclu- 
sion that stocks, while not fully 
preserving the purchasing 
power of money, were much 
more effective in this than 
bonds; also that the stocks that 
would give the best account of 
themselves are those that one 
would be inclined to buy in ordi- 
nary times—that is, the stocks 
of well financed and well man- 
aged companies in sound and 
growing industries.’’ 


at all, you will presumably have good 
and valid reasons for it, and I or any- 
one else can only know in retrospect 
which of you was wrong. 

I have dwelt so long on the subject 
of common stocks because it seems to 
be the one big issue among trust men 
today. The interest in it is a healthy 
sign since it is incontrovertible evidence 
that we are not trying to do things the 
easiest way, aS we are sometimes ac- 
cused of doing by the uninformed. 

Of more immediate concern to most 
of our life tenants than the rising cost 
of living is the great increase in taxes. 
Their effect is two-fold—they subject 
the recipient of the income to a higher 
tax and at the same time limit the 
amount of dividends he receives from 
whatever portion of his investments is 
in common stocks. They also have had 
a collateral effect in that they have 
driven the yields from tax-exempt bonds 
to hardly one-half of what they were 
even two years ago. This of course 
affects a relatively small number of our 
trusts, and up to now the beneficiaries 
of these trusts have been least affected 
by the decline in bond yields since 
municipal bonds for the most part are 
non-callable and many of the high 
coupon bonds bought for these trusts in 
the Twenties and early Thirties have 
not yet matured. 

As they run off, however, the reduc- 
tion in income is_ correspondingly 
greater than usually results from the 
maturity or redemption of a taxable 
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bond. If there is no material rise in 
interest rates in the next few years, these 
beneficiaries will find themselves with 
greatly reduced incomes even if munici- 
pal bonds, both new and old, continue 
to be exempt from taxes. 


Taxes 


To discuss the future of tax-exemption 
is to be on slightly hazardous ground, 
particularly for a layman. The Treas- 
ury has again announced that it intends 
to press for legislation permitting the 
taxation of new issues of state and mu- 
nicipal bonds. If this were the sole 
consideration, the problem would not be 
so serious and our policy should be 
one of purchasing the longest term 
municipal bonds. But there is another 
and more serious uncertainty, namely, 
the future tax position of outstanding 


bonds. 


The Treasury Department is now, as 
you know, attempting to tax certain 
holders of Port of New York Authority 
bonds. In due time the case should 
get to the Supreme Court. While the 
court may limit its decision to the taxa- 
bility of the income from these particu- 
lar bonds, it is entirely possible that it 
will go outside the specific points in- 
volved, as it has done in some impor- 
tant cases in the past, and say what 
the 16th Amendment already says, that 
the Congress shall have the power to 
lay and collect taxes on incomes from 
whatever sources derived. If this were 
to happen, a policy of buying only the 
longest term municipal bonds would 
have been a very mistaken one. So the 
safest policy would seem to be to com- 
promise and to purchase as short ma- 
turities as the income requirements of 
the beneficiary permits. This policy 
would also fit in with one based on an 
expectation of higher interest rates in 
the years to come. 


Interest Rates 


I have said little about interest rates 
and perhaps it would be the better part 
of wisdom to say nothing. Rising 
commodity prices used to be accom- 


panied by rising interest rates, and par- 
ticularly were high rates a customary 
part of a wartime economy. But since 
September, 1939, interest rates both 
here and in Great Britain have actually 
declined. More and more in both 
countries have the governments become 
the main borrowers and set the pattern 
of interest rates. Until June, 1940, in- 
dustrial construction in this country 
was at a relatively low rate and was 
financed to a considerable extent out 
of depreciation reserves. The current 
expansion, which in other times would 
have resulted in a tremendous increase 
in bank loans and security flotations, 
is being largely financed by the Fed- 
eral Government. 

The banks are certainly not flooded 
with loan applications and there is a 
dearth of new security issues to satisfy 
the demand of the large institutional 
buyers. Under these conditions, it is 
not surprising that the Government has 
been able to sell its own bonds at in- 
creasing favorable rates. There is at 
present some indication of a firming in 
short term rates and it is possible that 
we may again be able to buy three to 
six year maturities at rates above a 
starvation level. This might also bring 
some softening in the longer term por- 
tion of the market, but for the near 
future I see no indication of the be- 
ginning of an important down-trend. 
For the longer future, I would expect 
higher rates but not as high as we were 
accustomed to think of as normal in the 
twenties. 


© 


MUST PLAY ACCORDING TO RULES 


Ir is never the rank and file in the 
business world which give the Govern- 
ment and the banks their troubles—it 
is the exceptions, and when the regular 
rank and file of business permits too 
many in their line of endeavor to vio- 
late the rules of fairness and good prac- 
tice they are the sufferers themselves in 
the end because the remedies applied to 
affect the rebels apply with equal force 
to themselves———-West Virginia Bankers 
Association. 
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To Win the War 


Each passing day sees an acceleration of the tempo of American ship- 
yards, the basic factor in naval production. But to achieve victory 
decisively, still more ships built with still more speed are vital—now. 

To make possible our floating ramparts of steel and all else that 
is necessary on land and sea and in the air to win the war—com- 
mercial banks throughout the country are actively participating 
in financing the construction of new shipyards as well as other 
facilities for armament production. 

In financing the building of these great industrial defense plants, 
the Chase National Bank is cooperating in vigorous measure with 
correspondent banks throughout the land, thus helping to place in 
the hands of our armed forces the means of defending this nation’s 
honor and integrity. 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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New Revised Foreign 


Trade Definitions 


FTER twenty-two years, the Ameri- 
can foreign trade definitions, setting 
forth the obligations of sellers and 

buyers under f. o. b., f. a. s., c. i. f., 
and other standard contracts in inter- 
national trade, have been revised. The 
new 1941 edition has been published 
by the National Foriegn Trade Council, 
Inc., and was prepared by a joint com- 
mittee representing that organization 
and the National Council of American 
Importers, Inc., and the Chamber of 
Commerce of the United States of 
America. 

As is well known, the “Uniform Cus- 
toms and Practice for Commercial 
Documentary Credits,” fixed by the In- 
ternational Chamber of Commerce, and 
subscribed to by banks in the United 
States since October 1, 1938, contain a 
provision that definitions of export quo- 
tations in the United States, are those 
known as the “American Foreign Trade 


The writer of this article was 
one of a sub-committee of the 
National Foreign Trade Coun- 
cil, Inc., which drafted the Re- 
vised Definitions. The terms 
were later approved by the Na- 
tional Foreign Trade Council, 
the National Council of Ameri- 
can Importers, Inc., and the 
Chamber of Commerce of the 
U. S. A. 

In this article he presents his 
own views and does not write in 
behalf of the National Foreign 
Trade Council. 


By Lowell Kerr 


Editor, Exporters’ Encyclopedia, New York 


Definitions—1919” now superseded by 
the “Revised American Foreign Trade 
Definitions—1941.” The importance 
to bankers of having a standard source 
of interpretation of export quotations 
contained in letters of credit, is made 
apparent by Wilbert Ward, assistant 
vice-president of The National City 
Bank of New York, in his book, “Bank 
Credits and Acceptances” 1931 edition, 
(pages 90-92), and, of course, is fully 
appreciated by bankers in general. 

Not only in regard to letters of credit, 
but also in the general informational 
service of the foreign department, there 
is frequent occasion for bankers to dis- 
cuss problems pertaining to these price 
quotations with their exporting and 
importing customers, so it was felt 
that an article explaining the principal 
changes that were made in the 1941 
Definitions would be helpful. 

Plans for the revision were made at 
the 1940 National Foreign Trade Con- 
vention in San Francisco, where it was 
recognized that conditions had so 
changed since the 1919 Definitions were 
published that these no longer were ade- 
quate. While cognizance was taken of 
the extraordinary situation existing to- 
day, in revising these terms, the purpose 
seems to have been not to over- 
emphasize this, but to make the terms 
suitable for use over a long period, both 
in war and peace times. 

Three terms have been added to the 
Revised Definitions, which did not ap- 
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pear in the 1919 issue. Two of these 
are “ex” quotations: “ex point of ori- 
gin,” and “ ex dock,” whereas the third 
is “f. o. b. (named inland point in coun- 
try of importation) .” 

The quotation, “ex point of origin” 
(that is, “ex factory,” “ ex warehouse,” 
etc., at named point of origin), was in 
part a concession to the hectic times 
now confronting foreign traders, where- 
in manufacturers wish to avoid all 
transportation risks and expenses on 
sales to countries in danger zones, or 
to countries where ocean freight space 
is difficult to obtain. Under this term 
the seller places the goods at the 
buyer’s disposal at the factory, or the 
warehouse, or whatever it may be, and 
the buyer must bear all costs and risks 
from that point. This term could be 
used advantageously in connection with 
a letter of credit which stipulated that 
payment should be made against a cer- 
tificate of manufacture, relieving the 
seller of the necessity of providing a 
bill of lading of any kind. Obviously, 
it is an advantageous term for the seller, 
and would only be used to any extent 
in a seller’s market, such as we have 
at present; but just the same, it was 
worth while to catalogue the term for 
permanent reference, as there would 
always be occasional use for it in nor- 
mal times. 


The ‘‘ex dock’’ Quotations 


By the same token, in an “ex dock” 
quotation all the advantage is with the 
buyer. The seller, who for competitive 
reasons is unfortunate enough to quote 
that way, agrees to bear all transporta- 
tion costs and all risks until the goods 
are delivered to the buyer within the 
free-time limit on the dock at the port 
of importation; to pay all costs of land- 
ing, and also to pay customs duties and 
taxes applicable to imports unless there 
is a previous agreement to the contrary. 
This “ex dock” quotation is used prin- 
cipally in United States import trade. 
There is appendixed to the term, a note 
of caution against its use by exporters. 

The term “f. o. b. (named inland 
point in country of importation)” goes 
further than “ex dock,” as here the re- 


sponsibility of the seller does not end 
until the goods have been delivered 
free on board at the agreed interior 
point in the buyer’s country, and all 
risks and expenses to that point devolve 
on the seller. The absence of this term 
in the 1919 Definitions created some 
confusion both on the part of bankers 
and foreign traders, as occasionally 
reference would be made to the term in 
correspondence from abroad, and the 
recipients of these letters lacked a stand- 
ard source for interpreting the respon- 
sibilities of the parties under the term. 
For this reason, it should be helpful for 
the term to be fully explained in the Re- 
vised Definitions, with its disadvantages 
to exporters made obvious. 

From the standpoint of the banker, 
as well as of foreign traders, perhaps 
the most interesting revisions that were 
made in the established terms were those 
applying to c. i. f. contracts. This type 
of contract increased measurably in use 
and importance in the period since 
1919, when the previous definitions 
were drafted. Except in war times, this 
is the contract best fitted for use in con- 
nection with letters of credit, and re- 
gardless of the times, it fits snugly into 
the pattern of bank financing of drafts, 
requiring, as it does, the presentation of 
a full set of documents on the part of 
the drawer. 


-It might be said at the outset that in 
order to make c. i. f. contracts feasible 
in this period, the following note was 
appendixed to the c. i. f. section in the 
Revised Definitions: “When ocean 
freight space is difficult to obtain or 
forward freight contracts cannot be 
made at firm rates, it is advisable that 
sales contracts, as an exception to regu- 
lar c. & f. or c. i. f. terms, should pro- 
vide that shipment within the contract 
period be subject to ocean freight space 
being available to the seller, and should 
also provide that changes in the cost of 
ocean transportation between the time 
of sale and the time of shipment be for 
account of the buyer.” 


The c. i. f. section in the Revised 
Definitions would appear to be an im- 
provement over the previous compila- 
tion in at least three ways: first, there 
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is a more satisfactory definition of the 
passing of the risk; second, the obliga- 
tions of the parties in regard to the 
documents are more carefully defined, 
and third, there is more satisfactory 
treatment of the problem of war risk 
insurance. 


The c. i. f. Contract 


It is commonly agreed that the risk 
of transit under a c. i. f. contract is 
borne by the buyer. The reason for 
this is that the marine insurance is taken 
out by the seller for the benefit of the 
buyer. The seller is not concerned with 
the goods on their arrival at destina- 
tion; in fact, in so far as his obliga- 
tions under the contract are involved, 
he is not concerned with whether the 
goods ever arrive at destination. The 
buyer has the insurance, and it is up 
to him to make claims for loss or 
damage. 

While all this is the subject of vir- 
tually complete agreement, there has 
been some disagreement over the pre- 
cise point at which the risk passes. Un- 
der the 1919 Definitions, it was stated 
that the risk passes when the goods are 
delivered alongside the vessel, though it 
is not known what authority there was 
for this statement. Under the Uniform 
Sales Act, the risk would pass on de- 
livery of the goods to the ocean car- 
rier, and this is supported by a number 
of legal decisions, and also is contained 
in the rough draft of the new Federal 
Sales Act (H. R. 2681) now before the 
Committee of Interstate and Foriegn 
Commerce of the House of Representa- 
tives. 

Despite the excellent authority under 
United States law and procedure for 
the doctrine that the risk would pass 
on delivery of the goods to the ocean 
carrier, there was a good reason for not 
subscribing to this unconditionally in 
the preparation of the Revised Defini- 
tions. As is well known, war risk in- 
surance is water borne only, and does 
not take hold until the loading of the 
goods on the vessel. To have said un- 
qualifiedly that the risk passes on de- 
livery to the ocean carrier would have 
imposed a hardship on United States 


importers under present war conditions. 
It would have meant, for example, that 
an importer buying goods c. i. f. (or 
c. and f.) from the United Kingdom 
must bear the risk of bombing on the 
docks at the outgoing port, and this 
would have precluded purchasing on 
that basis in this period. 

The Revised Definitions follow the 
authority of the Warsaw-Oxford Rules 
on C. I. F., formulated by the Interna- 
tional Chamber of Commerce, by say- 
ing that where received-for-shipment 
ocean bills of lading may be tendered, 
the seller must be responsible for any 
loss or damage, or both, until the goods 
have been delivered into the custody of 
the ocean carrier, but where an on- 
board bill of lading is required, the 
responsibility of the seller does not end 
until the goods have been delivered on 
board the ocean vessel. It is important 
to know that whatever the reason may 
have been for adopting this provision, 
it is supported by high international 
authority. 


On-board Bills 


It might be said that in so far as the 
custom at United States ports is con- 
cerned, received-for-shipment bills of 
lading are acceptable, so that on export 
c. i. f. contracts, governed by the Re- 
vised Definitions, the risk would be as- 
sumed to pass on delivery of the goods 
to the ocean carrier unless on-board 
bills of lading were specified. The 
wording of the Revised Definitions 
places the buyer on notice to ask for 
on-board bills, which undoubtedly he 
will do in most cases. It seems almost 
a foregone conclusion that letters of 
credit under c. i. f. contracts will call 
for on-board bills. 

In regard to the documents, the Re- 
vised Definitions are more lucid on the 
subject of the obligations of the parties 
to the c. i. f. contract than were the 
old terms. For the most part the Re- 
vised Definitions are in harmony with 
standard procedure, but they make an 
amendment when needed in the interest 
of sound commercial practice. 

The essential documents under a 
c. i. f. contract are the ocean bill of 
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lading, marine insurance policy or ne- 
gotiable certificate, and the commercial 
invoice, though often—as in the case of 
the Revised Definitions—the commer- 
cial invoice is taken for granted and 
is not specifically mentioned. In ac- 
cordance with standard procedure, a 
c. i. f. contract is not a sale of docu- 
ments but rather a sale in which docu- 
ments are used to represent the goods. 
The seller is obligated to dispatch the 
documents; when the dcouments are 
delivered to the buyer, provided that 
they are in order, he has no alterna- 
tive but to accept them; he is not privi- 
leged to delay acceptance of the docu- 
ments on the pretense that he desires 
first to inspect the goods. The buyer 
has no more right of prior inspection 
of the goods under a c. i. f. contract 
than has the issuing bank under a letter 
of credit. 

Basically all this is recognized in the 
Revised Definitions, but as a concession 
to hectic times such as these, it is stated 
that the buyer should not refuse to take 
delivery of the goods because of delay 
in the receipt of the documents, pro- 
vided that the seller has used due dili- 
gence in their dispatch through the 
regular channels. In other words, while 
recognizing the importance of the docu- 
ments to the transaction (the seller’s 
obligation to dispatch them and the ob- 
ligation of the buyer to accept them), 
the Revised Definitions seek to guard 
against a situation wherein the buyer 
might endeavor to take advantage of 
the loss in transit of each set of docu- 
ments dispatched. In this situation, the 
Revised Definitions place the onus on 
the buyer of endeavoring to gain pos- 
session of the goods and of making the 
payment. While it is not always the 
easiest thing in the world to obtain 
goods without presenting a bill of lad- 
ing. particularly if it is an order bill, 
usually this may be accomplished by 
posting a bond, and sometimes it is not 
even necessary to do that. A number 
of countries have passed laws covering 
this situation in the present emergency. 


War Risk Insurance 
The Revised Definitions endeavor to 
present a workable solution to the prob- 
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‘‘Not only in regard to letters 
of credit, but also in the general 
informational service of the for- 
eign department, there is fre- 
quent occasion for bankers to 
discuss problems pertaining to 
these price quotations with their 
exporting and importing cus- 
tomers, so it was felt that an 
article explaining the principal 
changes that were made in the 
1941 Definitions would be help- 
ful.’’ 


lem of war risk insurance in connection 
with c. i. f. contracts, perhaps the best 
solution that has been offered thus far. 
In the 1919 Definitions it was stated 
that the seller must provide war risk, 
where necessary, for buyer’s account. 
The only trouble with this was that no- 
body knew for sure what was meant 
by “where necessary,” so that the use- 
fulness of the terms in that respect was 
impaired considerably. 

Under what circumstances a c. i. f. 
contract may be construed as including 
war risk insurance, is a problem that 
has never heen settled definitely and 
finally by the courts of either Great 
Britain or the United States, though the 
available legal decisions on the subject 
might well lead to the conclusion that 
the c. i. f. seller is not obligated to take 
out war risk unless it is customary in 
the trade for him to do so or it is stipu- 
lated in the contract. 

Briefly, this was the background of 
the problem when the Revised Defini- 
tions were being formulated. A deter- 
mining factor in deciding what should 
be said regarding the obligations of the 
parties in connection with war risk in- 
surance, doubtless was the desirability 
of having both the marine and war in- 
surance placed with the same under- 
writer, so as to guard against a pos- 
sible controversy between underwriters 
over whether a loss was occasioned by 
a marine or war peril. Only recently 
there have been a number of cases on 
this subject before the courts of Great 
Britain. 


Thus, while recognizing that war risk 
is beyond the scope of the c. i. f. con- 
tract proper in that it is not an absorb- 
able expense on the part of the seller, 
the Revised Definitions nevertheless 
state that the seller must “provide war 
risk insurance as obtainable in seller’s 
market at time of shipment at buyer’s 
expense, unless seller has agreed that 
buyer provide for war risk coverage.” 
An attempt is made in an accompanying 
note to emphasize the importance of the 
seller taking out war risk insurance, 
thereby avoiding the pitfalls of having 
the marine insurance placed in one mar- 
ket and the war insurance in another 
market. 


Avoiding Litigation 

The Revised Definitions not only en- 
deavor to protect the parties to a c. i. f. 
contract against the possibility of be- 
ing involved in expensive litigation over 
the determination of a loss. but also 
they seek to forestall other troublesome 
situations. For example, during times 
of peace, but with the political situa- 
tion tense, a c. i. f. seller might neglect 


to take out war risk insurance, leaving 


this to the buyer. Let us say that the 
buyer also fails to provide this cover- 
age; that while the goods are on the 
high seas, war breaks out, and the 
goods are destroyed by a war peril. In 
this situation, the buyer would be un- 
likely to accept the documents, and 
though the seller would have a good 
basis for legal action, the prospect of 
having to sue in the courts of a foreign 
country, is by no means a happy one. 
All this was taken into account by those 
responsible for the Revised Definitions, 
so that the parties to the contract are 
placed on notice to arrive at an under- 
standing on the important subject of 
war risk insurance. 

Bankers might well take heed of that 
clause in the revised terms about the 
seller taking out war risk “as obtain- 
able in seller’s market at time of ship- 
ment. . . .” Although American under- 
writers have modified their rules on war 
risk since 1939, it is still impossible to 
obtain war risk against British capture 
on shipments to many markets. Bankers 


will recall the difficulties they had, 
shortly after the outbreak of war, in 
connection with letters of credit issued 
by banks in foreign countries calling 
for full war risk insurance. There was 
no alternative but to insist that these 
credits be amended so as to delete the 
provision against British capture before 
the credits could be negotiated. There 
was many a hectic day until this situa- 
tion was fully understood by foreign 
banks and consignees. 

Brief treatment may be given to the 
revisions in the standard f. 0. b. quo- 
tations, and to f. a.s. It is believed that 
the responsibilities of the .parties to 
these contracts are more carefully de- 
fined in the Revised Definitions. In 
the case of those f. o. b. quotations 
where the responsibility of the seller 
ends before placing the goods on board 
the ocean vessel, due consideration was 
given to the growing importance of 
means of inland communication other 
than rail. For example, where the free 
on board price is applicable only at 
the inland shipping point, under the old 
quotations, the term was “f. o. b. 
(named point),” and the seller was 
obligated in part to “place goods on 
or in cars or lighters or deliver at rail- 
road station, L. C. L.”; and to “secure 
railroad bill of lading.” Under the Re- 
vised Definitions, the term covering this 
situation is “f. o. b. (named inland car- 
rier at named inland point of depar- 
ture)”; and the equivalent obligations 
are to “place goods on, or in, convey- 
ance, or deliver to inland carrier for 
loading” and to “provide clean bill of 
lading or other transportation receipt, 
freight collect.” Thus rail, air, barge, 
truck, or any other type of inland trans- 
portation is provided for in the Revised 
Definitions. Similarly an “f. 0. b. cars 
(named point on seaboard)” quotation 
under the old terms, becomes “f. o. b. 
(named inland carriers at named point 
of exportation)” under the Revised 
Definitions, with the obligations so 
worded that they would apply to any 
means of inland transportation. 


Neither in the old nor in the Revised 
Definitions do we find any such quo- 
tation as “f. o. b. (named port),” and 
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the Revised Definitions contain a spe- 
cific warning against such a quotation 
unless there is definite understanding 
between the parties as to the obliga- 
tions under the contract. In my ex- 
perience no other term is better calcu- 
lated to create misunderstandings than 
such unexplained quotations as f. o. b. 
New York or f. 0. b. New Orleans. Most 
sellers in the United States interpret 
such a term to mean that miscellaneous 
charges incurred at the port, such as 
cartage to the vessel, are for the ac- 
count of the buyer, whereas the over- 
seas buyer invariably interprets this 
term as equivalent to f. o. b. vessel, that 
is to say, that all costs and risks in- 
volved in placing the goods on board 
the vessel are for the account of the 
seller. It is important that bankers 
should know this, so that they may help 
their foreign-trade customers to avoid 
these pitfalls. 


Responsibility for Demurrage 


Two important questions were not 
answered specifically in the old terms 
regarding the quotation “f. o. b. vessel 
(named port of shipment).” First, 
which of the parties names the vessel; 
and second, who is responsible for de- 
murrage if the vessel fails to arrive or 
load on time? In the Revised Defini- 
tions, the first obligation of the seller 
under an f. o. b. vessel contract is that 
he must “pay all charges incurred in 
placing goods actually on board the 
vessel designated and provided by, or 
for, the buyer on the date or within 
the period fixed.” While the general 
rule, of course, is that the seller is re- 
sponsible for any loss or damage, or 
both, until the goods have been placed 
on board the vessel, it is stated in the 
Revised Definitions that the buyer must 
bear the additional costs incurred and 
all risks of the goods from the time 
that the seller has placed them at his 
disposal if the vessel named by him 
fails to arrive, or load, within the desig- 
nated period. 

Under f. a. s. contracts. where the 
seller undertakes to bear all costs and 
risks until the goods are placed along- 
side the ocean vessel, it also is made 


‘‘From the standpoint of the 
banker, as well as of foreign 
traders, perhaps the most inter- 
esting revisions that were made 
in the established terms were 
those applying to c. i. f. con- 
tracts. This type of contract in- 
creased measurably in use and 
importance in the period since 
1919, when the previous defini- 
tions were drafted. Except in 
war times, this is the contract 
best fitted for use in connection 
with letters of credit, and re- 
gardless of the times, it fits 
snugly into the pattern of bank 
financing of drafts, requiring, as 
it does, the presentation of a 
full set of documents on the part 
of the drawer.’’ 


clear that the obligation to name the 
vessel rests with the buyer, and that the 
buyer must pay demurrage or storage 
charges, or both, when necessary. In 
other words, if the seller makes his de- 
livery on the date or within the period 
fixed in the contract, and the vessel has 
not arrived, any storage or other 
charges levied by the steamship com- 
pany pending the arrival of the vessel 
and the loading of the cargo are for 
the account of the buyer. 

While it is pointed out that under 
f. a. s. contracts, as well as under all 
f. o. b. contracts listed, except f. 0. b. 
(named inland point in country of im- 
portation), the obligation of obtaining 
ocean freight space and marine and 
war risk insurance rests with the buyer, 
it also is recognized that as a matter 
of actual practice, the seller often per- 
forms these functions on behalf of the 
buyer; and both sellers and buyers are 
cautioned to have a definite understand- 
ing on this point. 

This completes the analysis of the 
various trade quotations. It merely re- 
mains to be said that the Revised Defini- 
tions recognize certain obligations un- 
der all the standard contracts that were 
ignored in the previous compilation. 
For example, there is the obligation in 
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any question which may arise pertain- 
ing in any way to banking, investment 
or finance. All market terms and 
operations are carefully described. 

An important feature is the bibli- 
ography given at the end of each term, 
referring the reader to sources of addi- 
tional information on any subject in 
which he is_ particularly interested. 
Why not examine a copy at your own 
desk at our risk? 


Sent Postpaid for 5 Days’ Free Examination 


=m tee Ths Roly Fan oe 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 

Send me for examination a copy of 
Munn’s Encyclopedia of Banking and 
Finance. Within five days after its 
receipt I will send you the price, $8.50, 
or return the book. 









regard to export taxes and duties 
(where these exist) and other similar 
fees, if any, levied in connection with 
exports. The Revised Definitions state 
that payment of these devolves upon 
the buyer under each of the various quo- 
tations except c. & f., c. i. f., ex dock, 
and f. o. b. (named inland point in 
the country of importation), where the 
seller is obligated to pay these taxes. 


Consular Documents 


Then there is the question of con- 
sular and other special documents. As 
is well known, most Latin Amercian Re- 
publics, and a few European countries, 
require consular invoices or certificates 
of origin, and in some cases both, for 
customs entry. In the old definitions 
these documents were regarded as out- 
side the scope of the various trade quo- 





In the in- 
terest of helpfulness to foreign traders, 
the Revised Definitions handle the sub- 


ject in this way. 


tations and were ignored. 


Under those quotations where the ob- 
ligation of booking the ocean freight 
rests with the buyer, it is stated that 
the seller must “render the buyer, at 
the buyer’s request and expense, assist- 
ance in obtaining the dcouments issued 
in the country of origin, or of ship- 
ment, or of both, which the buyer may 
require for purposes of exportation, or 
of importation at destination.” 


Where the terms are c. & f. or c. i. f., 
so that the seller books the ocean 
freight, the Revised Definitions say that 
the seller must “provide at the buyer’s 
request and expense, certificates of 
origin, consular invoices, or any other 
documents issued in the country of ori- 
gin, or of shipment, or of both, which 
the buyer may require for importation 
of goods into country of destination 
and, where necessary, for their passage 
in transit through another country.” 


Fees 


In some trades it is customary for 
these consular fees to be included in 
the c. i. f. contract—and due notice is 
taken of this in the c. i. f. section of the 
Revised Definitions—but the general 
rule is that consular fees represent a 
separate charge against the buyer. 

Of course, in the rare event that the 
terms were ex dock or f. o. b. (named 
inland point in country of importation}, 
the seller would have to pay the cost 
of customs entry in the buyer’s country, 
which would mean that the seller must 
provide and pay for whatever consular 
or other documents would be required. 

In conclusion, it might be said that 
as a large number of United States ex- 
porters and importers are stipulating 
in sales contracts that quotations be 
governed by the “Revised American 
Foreign Trade Definitions—1941,” it 
might be helpful for bankers to obtain 
copies of these definitions in quantity 
from the National Foreign Trade Coun- 
cil, and send them to correspondents 
abroad. 
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Bank of America 


NATIONAL TRYSTA"2 ASSOCIATION 


CALIFORNIA’S ONLY STATEWIDE BANK 
Condensed Statement of Condition December 31, 1941 


RESOURCES 
Cash in Vault and in 
Federal Reserve Bank. . . . =. + + + + « § 268,174,633.17 
De a «ss ee eS ee ee 160,891,154.39 


TOTAL CASH ... . ~. $ 429,065.787.56 


Securities of the United States Government and 

Federal Agencies . . - « 
State, County and Municipal Bonds. a 
Other Bonds and Securities. ..... 


. 493,707,662.60 
Steck tn Federal Reserve Bask... . . 


° 158,491,958.95 
. 37,194,287.99 
° 3.720,000.00 
° 914,569,552.78 
° 6,477,141.87 


Loans and Discounts. . . 
Accrued Interest and Accounts Receivable 
Bank Premises, Furniture, Fixtures and —_ 
Deposit Vaults .. Sa @ oom a 31.957,940.30 
Other Real Estate Owned — 5.612,898.17 
Customers’ Liability on Account of Letters of Creat 
Acceptances and Endorsed Bills . ... - 14,008,884.27 
Other Besourees «§ ws ew ew ew we oe te 829,504.33 


TOTAL RESOURCES . .. . . . «~ $2,095,635,618.82 
LIABILITIES 


. 
. 
. 
7 
7 
. 


DEPOSITS: 

Demand. ... .. « « « $976,183,372.94 

Savings and Time . . . . . $932,200. ‘Saazg } $1-908.289.921.23 
Liability for Letters of “Credit and as Acceptor, 

Endorser or Maker on Acceptances and 

Foreign Bills . . oe 14,211,905.28 
Reserve for Interest Received in ‘Advance es 9,444,124.02 
Reserve for Interest, Taxes, Etc. . . . - »« « « 3.217,021.83 
Capital: 

Common (4,000,000 Shares) . . $ 50,000,000.00 

Preferred( 540,000 Shares)*. . 10,800,000.00 
Surplus... + + « « « «  62,000,000.00 
Undivided Profits e346 21,634,808.17 
Reserve for War Contingencies. etc. 11,284,183.47 
Other Reserves . oe oe 2.986,680.59 
Reserve for Increase ‘of Common 

Capital . . a 1,200,000.00 
Preferred Stock Retirement Fund ‘ 472,974.23 


TOTAL CAPITALFUNDS .......-. 160.378,646.46 


TOTAL LIABILITIES . . . . . . .~ $2,095,635,618.82 


*Issued at $50 ($20 Capital—$30 Surplus), Annual Dividend $2. Preferred 
to extent of and retireable at issue price and accrued dividends. 


This statement includes the figures of the London, England, banking office. 


MAIN OFFICES IN TWO RESERVE CITIES OF CALIFORNIA 
SAN FRANCISCO LOS ANGELES 


495 California branches united MEMBER 
for strength and service mesunanct com 
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How Warehousemen Are 


Serving Industry 


ANKERS and warehousemen have 

the key services necessary to 

stimulate commodity production 
and distribution today, and in post war 
days to follow, in which national, and 
export commodity markets around the 
world, will be found to be sadly dis- 
rupted. 

Younger banking and business ex- 
ecutives might profitably increase their 
knowledge of the use of the Warehouse 
Receipt as collateral in the commercial 
world, and its function of extending the 
manufacture and distribution of every 
known commodity. 

Warehousemen whose warehouses are 
worth millions hold in them merchan- 
dise for an annual turnover ranging 
into the billions, against which are 
issued Warehouse Receipts which pass 
through the branches of every banking 
concern across the North American con- 
tinent. Therefore it is but natural that 
both warehousemen and bankers are in- 
terested in Uniform Warehouse Receipt 
legislation. 


Canada Seeks Similar Laws to United 
States 


For some time Canadian warehouse- 
men have been working toward the end 
of sponsoring uniform legislation, as is 
the vogue in the United States. While 
a standard Warehouse Receipt, as out- 
lined in this article is in use, enabling 
legislation has not yet been passed for 
Canada has been busily engaged in war 
effort. Here are the facts of progress 
made: 

In 1935 the Canadian Storage and 
Transfermen’s Association appointed a 
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By S. H. Cooke 


committee to establish a Uniform Ware- 
house Receipt Act; secure legislation 
which would license public warehouse- 
men under such an Act. The committee 
have in hand (already in use by many 
of its members) a Warehouse Receipt 
which conforms with Canadian require- 
ments. It is patterned after the Ameri- 
can Uniform Warehouse Receipt, which 
has been approved by the American 
Bankers Association and a similar re- 
ceipt has been used by members of the 
American Warehousemen’s Association 
since 1933 and adopted by most of the 
states. 

Progress from the legal point of view 
has been made. At the annual meeting 
of the Canadian Bar Association held in 
July, 1941, a committee was appointed 
to prepare a report to the sponsors, the 
Canadian Storage and Transfermen’s 
Association, after opinions were heard 
from lawyers from each of the nine 
provinces of Canada as to whether the 
wording of the proposed Act coincided 
with existing legislation in the prov- 
inces, each of which have their own 
Provincial Legislature. 


Warehouse Receipt Legislation 


The Warehouse Receipt Act adopted 
by the State of New York is the gov- 
erning factor in America, although 
some states may have changed the word- 
ing a little. To show its standing, such 


Warehouse Receipts held against goods. 


constitute outstanding collateral with 
the Federal Reserve. 
Under the Canadian Banking Act, a 





wn 
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Warehouse Receipt virtually constitutes 
title, and such paper issued by manu- 
facturers, etc., is used as collateral. 
Many companies and individuals who 
issue them do not realize the respon- 
sibility they are assuming, or the seri- 
ousness of the document. Hence the 
desire on the part of bona fide ware- 
housemen to have control legislation. 
Banks are likely to find themselves in 
possession of Warehouse Receipts that 
are not worth the paper they are printed 
on. Where such are given as collateral 
it is the same thing as a man loaning 
on a watch, and then giving it back to 
the man who borrowed on it. The value 
of such a receipt is only as great as the 
integrity of the man who carries the 
watch away. 


Warehouse Receipt Specifications 


A Warehouse Receipt is not a fire in- 
surance policy or any other class of 
insurance policy. Banks holding such 


receipts should insist on the depositor 
of the commodities furnishing proper 
insurance. 

Warehouse Receipts are not a guar- 
antee of title any more than a mortgage 


is a guarantee of title, as the depositor 
of commodities can only transfer to the 
warehouseman and to the holder of his 
warehouse receipts that title to the de- 
posited commodities which the deposi- 
tor possesses. However, the title which 
the depositor possesses passes with the 
transfer by endorsement (without en- 
dorsement if issued to the order of 
“Bearer”) of a Warehouse Receipt if 
negotiable and by assignment of a 
Warehouse Receipt and attornment of 
the warehouseman if non-negotiable. 

What is set forth on the Warehouse 
Receipt is obviously the terms of the 
contract, especially when subject to 
legal scrutiny. Each Warehouse Receipt 
must specify: 

Location of the warehouse. 

Date of issue. 

Consecutive number of the receipt. 

Whether the commodities received will be 
delivered to the bearer; to a specified per- 
son or his order. 

The rate of storage. 


Description of the commodities or of the 
packages containing them. 


Signature of the warehouseman, or his 

authorized agent. 

If the Warehouse Receipt is issued for 
commodities of which the warehouseman is 
owner, either solely or jointly, or in com- 
mon with others, the fact of such ownership. 

Advances made, and liabilities incurred 
for which the warehouseman claims a lien, 
must be set forth. 


The warehouseman incurs liability 
for the omission of any of the fore- 
going on negotiable Warehouse Re- 
ceipts. 


Negotiable and Non-Negotiable 


A Warehouse Receipt in which it is 
stated that the commodities referred to 
thereon will be delivered to the deposi- 
tor or to any other specified person or 
company, is a non-negotiable Warehouse 
Receipt. 

Warehouse receipts are negotiable 
unless they have the words “non-nego- 
tiable” printed across their face, and 
when negotiable an endorsement of the 
receipt operates as a valid transfer of 
the property represented by such re- 
ceipt. It differs from a chattel mort- 
gage, which lacks negotiability. They 
may be assigned but not negotiated. To 
foreclose a chattel mortgage involves 
delay, besides, there is no uniform chat- 
tel mortgage governing law. 

A Warehouse Receipt on which it is 
stated that the commodities will be de- 
livered to the “bearer” or to the “order” 
of any specified person or company is 
a negotiable Warehouse Receipt. 

A negotiable Warehouse Receipt, by 
reason of the ease of negotiation, has 
certain distinct advantages which do 
not obtain in the case of a non-nego- 
tiable Warehouse Receipt. A banker 
may readily accept as collateral a prop- 
erly endorsed negotiable Warehouse Re- 
ceipt when issued by a bona fiide ware- 
houseman. It is good paper when the 
banker exercises care in ascertaining 
that the storage charges and other liens 
against the commodities specified are 
fully paid, and the warehouseman keeps 
him advised as to the accumulation of 
charges against the commodities re- 
ferred to on such collateral receipt. 

It is not necessary to surrender a 
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non-negotiable Warehouse Receipt to 
the warehouseman issuing it before 
either a partial or total delivery of the 
commodities to the party concerned. His 
books, and properly signed Warehouse 
Release entries will take care of the 
essentials. 

When requested to do so by the 
holder of a negotiable Warehouse Re- 
ceipt, a bona fide warehouseman will 
substitute in its stead a non-negotiable 
Warehouse Receipt covering the bal- 
ance of the commodities covered by 
the Negotiable Warehouse Receipt. 


Uses of the Warehouse Receipt 


It is used in cold storage warehouses 
for goods usually perishable, requiring 
refrigeration and held for accumulation 
awaiting marketing and distribution, 
and upon which credit may be obtained. 

It is used in general merchandise 
storage warehouses for goods accumu- 
lative and distributive, and often for 
credit purposes. By field warehouses 
which are used exclusively for credit 
purposes. 


Bankers should 


instruct warehouse- 


men whose signatures are to be accepted 
upon orders for warehouse release re- 
leasing the commodities covered by the 


negotiable Warehouse Receipt. Ex- 
pensive litigation has been incurred 
through carelessness in this direction. 

A Warehouse Receipt dispenses with 
the physical delivery of commodities 
when they are in a warehouse operated 
by a bona fide warehouseman. 

A uniform Warehouse Receipt defin- 
itely establishes itself as a prime in- 
strument of credit. 

Where a negotiable receipt has been 
lost or destroyed, a court may order 
the delivery of the goods, under bond 
to protect the warehouseman from any 
liability such delivery of goods may 
incur by reason of the original receipt 
remaining outstanding. 

A banker should make it a routine 
practice to notify the warehouseman 
that his bank are the holders of specific 
Warehouse Receipts issued by him. 
This practice assists both banker and 
warehouseman. 


‘‘A banker holding a Ware- 
house Receipt, properly issued, 
knows precisely what his secur- 
ity is, and does not have to de- 
pend on information furnished 
by the borrower, but obtains 
same from the third independ- 
ent party—the bona fide ware- 
houseman, a custodian who has 
no interest in the merchandise, 
other than to guard it for the 
true owner. If such were held 
by the borrower there would 
always be the temptation to sub- 
stitute goods and to incur short- 
ages, hide shrinkage, deteriora- 
tion and other things.”’’ 


The Banker and the Warehouse 


Receipt 


Invariably warehouse receipts go 
right to the bank where money is ad- 
vanced on them. The goods are de- 
livered on written orders from the bank, 
or on the return of the Warehouse Re- 
ceipt. Therefore most operators favor 
a Uniform Warehouse Receipt Act in 
Canada, as in the United States for in 
both instances it increases the business 
of the warehouses and the banks and 
such businesses should be governed by 
uniform practices to reach the desired 
height of possibilities. 

The bank is responsible once it has 
given a written order for delivery of so 
many pieces, or all of the goods set 
forth in the terms of the receipt. As 
soon as all the goods are out of the 
warehouse the warehouseman asks the 
bank to surrender the receipt. An en- 
dorsation for whole, or partial delivery 
appears on the document. 


Warehouse Receipts as Collateral 


Banks are vested with the powers to 
lend money upon the security of goods 
and upon documents of title for goods. 
A bank may acquire and hold any 
Warehouse Receipt or bill of lading as 
collateral security for the payment of 
any debt incurred in its favor. The 
bank acquires all right and title to such 
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Warehouse Receipt or bill of lading 
and to the goods covered by it as did 
the previous holder of the document 
provided the receipt is taken at the time 
the loan is made, or upon the written 
promise or agreement to give the bank 
such Warehouse Receipt or bill of 
lading. 

So a valid Warehouse Receipt issued 
by a bona fide warehouseman gives the 
bank loaning against such collateral 
absolute control of the inventory 
through the warehouseman and a pre- 
ferred position over common creditors. 
This of course is the intent and purpose 
of the valid Warehouse Receipt. 


A Warehouse Receipt is a receipt for 
the commodities deposited. It does not 
guarantee grade; it does not guarantee 
title, as the depositor can only transfer 
by the delivery or assignment of the 
receipt the title that the depositor pos- 
sesses. However, the title which the 
depositor of the merchandise possesses 
passes to the bank with the transfer of 
the Warehouse Receipt, which sets forth 
the fact that the warehouseman has re- 
ceived certain commodities which he 
will surrender on demand to the holder 


of the Warehouse Receipt. 


The Banker’s Position 


In the ordinary way of business a 
bank has to depend on the bona fides 
of the borrower as to the quantity and 
quality of the goods in the warehouse 
on which loans have been obtained. 
The goods being in the borrower’s pos- 
session the bank must exercise constant 
supervision of the merchandise in order 
to keep in touch with its measure of 
deterioration, shrinkage, decay, etc. 

Whereas a banker holding a Ware- 
house Receipt, properly issued, knows 
precisely what his security is, and does 
not have to depend on information fur- 
nished by the borrower, but obtains 
same from the third independent party 
—the bona fide warehouseman, a cus- 
todian who has no interest in the mer- 
chandise, other than to guard it for the 
true owner. If such were held by the 
borrower there would always be the 
temptation to substitute goods and to 


incur shortages, hide shrinkage, de- 
terioration and other things. 

On a straight loan the bank would 
have to accept the word of the borrower 
as to the stocks on hand in the ware- 
house against which the loan has been 
made. With the use of the Warehouse 
Receipt, warehouse practice being util- 
ized, the control is constantly in the 
bank’s hands, for it is fundamental in 
warehousing practice that no goods can 
be released from the warehouse without 
the consent of the holder of the Ware- 
house Receipt. So the bank is at all 
times kept informed and is assured that 
no goods are being disposed of until it 
has authorized the disposal. 


Warning Against Subsidiary Ware- 
housing 


Subsidiary warehouses, irresponsible 
institutions and individuals frequently 
issue Warehouse Receipts, pledged for 
collateral. A result is cited among 
common instances: 

A fish saltery found it necessary to 
obtain salt in large quantities at their 
plant. They could not purchase for 
cash in the quantities desired. So they 
formed a subsidiary company known as 
a warehouse company, which they con- 
trolled outright, and in reality owned. 
It was only a name. They induced a 
salt producer to ship to them three or 
four thousand tons of salt. The salt 
producer accepted the warehouse re- 
ceipt of the subsidiary company as col- 
lateral. Fish saltery that season proved 
an unprofitable venture. The salt was 
used up, but bills could not be paid. 
The salt producer took action against 
the warehouse, which of course had no 
assets for the fish saltery and ware- 
house venture were one and the same 
thing. Many such “receipts” are issued 
by similar subsidiary companies operat- 
ing under a similar set of conditions. 

Bona fide warehousemen having heavy 
investments in warehouses have finan- 
cial and ethical resources—these should 
have the privilege of issuing receipts as 
good collateral. Most of them belong 
to key national warehouse associations 
which have inquired and satisfied them- 
selves as to the financial and moral rat- 
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ing of such operators. It does not pay 
to save warehouse charges by dealing 
with other than reliable warehousemen. 
So when a man sets himself up as a 
warehouseman the banker must investi- 
gate the type of paper he sets into cir- 
culation. 

The banker may discover that a 
broker has decided to do his own ware- 
housing. He brings in a consignment 
of a dozen cars of merchandise, per- 
haps on a time draft. When it comes 
due he has to have money. There are 
only two ways the banker can loan him 
money; either against his stock—and he 
cannot very well do that as it is on 
consignment; or the broker can inter- 
polate a subsidiary company, as a stor- 
age concern, and issue a warehouse re- 
ceipt against the merchandise. He has 
there a dangerous document, the issu- 
ance of which should come under con- 
trol legislation. Many such cases come 
before the court, but this is too late to 
prevent a loss. 

The proper banking procedure would 
be to order all such merchandise into a 
legitimate warehouse. It protects both 


the banker and the supplier. Com- 


modities in storage and pledged as col- 
lateral for bank loans should be in an 
independent warehouse outside of the 
custody and control of the borrower. A 
“subsidiary” warehouse is too often the 
borrower's “shadow.” 

The warehouse receipt of a reliable 
warehouseman issued to the owner or 
owners’ order gives unimpeachable se- 
curity and title. It carries a gilt-edge 
priority without red tape or registra- 
tion. It gives a running inventory with 
daily verification of quantities and 
qualities of goods in storage, making 
for liquid credit and therefore facilitates 
the obtaining and granting of loans. 
Warehouse receipts leave both the 
banker and the warehouseman to con- 
centrate on a particular business effort 
in which they individually specialize. 
Bona Fide 


Warehousemen Aid 


Bankers 


A canned salmon operator wished to 
extend his packing operations. He had 
10,000 cases of that commodity ware- 


housed. He sold in 1,000 case lots to 
wholesale grocers. He could finance 
on his negotiable warehouse receipts. 
This accommodation is used largely by 
canners of all commodities. In this way 
unexpected runs of fish and field crops, 
for which financial arrangements have 
not been made, are made available for 
the day’s pack, placed in the ware- 
house and the receipts used as collateral. 

It works in this wise: The canner pro- 
ceeds to pack an extra 1,000 cases of 
spinach because field crops are freely 
available. His warehouseman issues a 
warehouse receipt for it. The canner 
sells two hundred cases here and there. 
The bank in turn accepts the accounts 
receivable, and retires the warehouse re- 
turns to the warehouseman, taking out 
monies advanced to the canner. The 
bank retires the portion loaned, giving 
the canner the balance with which to 
operate the continuation of his packing 
activities. 


Warehousing and Banking Forge 
Ahead 


Warehouses worth millions distribute 
and hold merchandise to the value of 
billions every year and this modern de- 
velopment has led to a great demand 
for Inventory Financing on the part of 
bankers, manufacturers, and distribu- 
tors. 

We find modern warehouse facilities 
available from coast to coast with every 
type of tributary service forthcoming to 
facilitate economical and efficient mer- 
chandising of commodities. Incoming 
perishables are received for the account 
of the importer or foreign shipper. 
These are stored, frozen, sterilized. 
cleaned, re-packed and otherwise serv- 
iced as may be required in transit to 
the consumer. Outgoing commodities 
are stored at shipping centres or at 
points of manufacture; stored while in 
process of manufacture and held for 
shipment and market requirements. 

Imported goods are held by the ware- 
houseman as the goods await distribu- 
tion, eliminating the overhead and cost 
of branch depots or private establish- 
ments in outlying areas. Modern ware- 
house services also include the collect- 
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ing and remitting of funds for the over- 
seas or domestic manufacturer with ab- 
solute security, economy and dispatch. 
So we find the warehouseman in a pre- 
ferred position with his intimate con- 
tact in the handling of every kind of 
merchandise in and out. He _ under- 
stands commodity movement. He is 
able to make available to the banks de- 
pendable independent appraisal of in- 
ventories held for security. 


Field Warehousing 


Commodity warehousing today is di- 
vided into three divisions—Cold Stor- 
age, Dry Storage and Field warehous- 
ing. Each branch has its own service 
to perform but the fundamental prin- 
ciples are the same. Each of the three 
branches must be operated by bona fide 
warehousemen if a valid and reliable 
warehouse receipt is to be forthcoming. 


What Is Field Warehousing? 


Many natural products of agriculture, 
the forest, the quarry, mine and the sea, 
do not lend themselves to storage in a 
metropolitan warehouse away from the 
point of production on account of pro- 
hibitive transportation costs, the nature 
of the products or the expense of 
handling. 

Under the Field Warehousing plan, 
good and effective Warehouse Receipts 
are now available on such active inven- 
tories as raw materials being held for 
processing, such as logs in the booming 
ground. Also on processed merchan- 
dise held or to be held for seasonal or 
orderly marketing, such as farm pro- 
duce. Or on merchandise actually in 
the process or processes of manufac- 
ture. 

“Field Warehousing” is an accepted 
trade and legal term. In this opera- 
tion the warehouseman creates a branch 
of his warehouse for the convenience 

of a manufacturer at the location of 
the inventory accumulation. For in- 
stance, a booming ground filled with 
logs may become a “branch warehouse.” 
Or away in the Far North at a salmon 
cannery. Financing by way of the spe- 


‘‘Field Warehousing when 
properly operated affords the 
holder of Field Warehouse Re- 
ceipts the same measure of pro- 
tection as though the inventory 
of raw materials were lodged in 
an established metropolitan stor- 
age building. It is also the 
cheapest form of warehousing 
for the borrower.’’ 


cific security of field warehouse receipts 
now covers a wide range of industries 
and involves annually millions of dol- 
lars of active industries, the principles 
of which are adapted to the best legal 
and banking practices. 

Field Warehousing when properly 
operated affords the holder of Field 
Warehouse Receipts the same measure 
of protection as though the inventory 
of raw materials were lodged in an es- 
tablished metropolitan storage build- 
ing. It is also the cheapest form of 
warehousing for the borrower. 

So it will be seen that the banking 
and warehousing fraternity are perform- 
ing a Trojan task for industry. What 
is more important—it has a greater 
joint task to walk forward to in trouble- 
some post war days to follow the war. 


© 


DON’T CARRY RETRENCHMENT 
TOO FAR 


Since war has been declared some per- 
sons have become obsessed with an idea 
that everything not directly connected 
with winning the war should be cut out 
—some even going so far as to say that 
all service clubs should be abolished, 
all associations should be disbanded, 
places of amusement greatly restricted 
or closed, etc. Experience in the past 
has demonstrated that these organiza- 
tions have been the channels through 
which the greatest unity of purpose and 
action have been accomplished and 
that they have been worth their cost 
many times over.—West Virginia Bank- 
ers Association. 
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How Regulation W 


Will Affect Banking 


EFORE discussing the new Federal 
Reserve Board regulations for the 
control of instalment sales and in- 

stalment loans, I think it will be helpful 
to review, very briefly, the growth and 
status of consumer credit and, first of 
all, a definition is in order. . 

Just what is meant by the term “Con- 
sumer Credit?” In a broad sense, this 
means all forms of credit available to 
the general public . . . to Mr. and Mrs. 
Average Citizen for buying consumer 
goods and for paying personal or 
family obligations. Consumer credit 
may be sub-divided as follows: 


First—An extension of credit for per- 
sonal or family needs, repayable in a 


single payment. This covers charge 
accounts, medical, hospital, dental bills, 
and other personal obligations. 
Second—An extension of credit re- 
payable in two or more scheduled in- 
stalments—hereafter referred to as in- 
stalment credit—for example: budget 
payment plans, a wide variety of in- 


*‘I earnestly believe,’’ says 
the writer of this article, ‘‘that 
it is impossible to maintain a 
truly democratic system with 
economic freedom for the indi- 
vidual without providing ade- 
quate credit to the individual as 
well as to business and in- 
dustry.’’ 

This article is based on ad- 
dresses made before the vari- 
ous district meetings of the Wis- 
consin Bankers Association. 


By Carl W. Flora 


Vice-President, First Wisconsin National 
Bank, Milwaukee, and chairman of the 
Consumer Credit Committee, Wis- 
consin Bankers Association 


stalment financing plans, and personal 
loans repayable in systematic instal- 
ments. 

At this point it is important to note 
that Regulation W as adopted by the 
Board of Governors of the Federal Re- 
serve System regulates only the ex- 
tension of instalment credit. The ex- 
tension of credit repayable in a single 
payment is not controlled by the new 
regulation. 

In the past twenty-five years instal- 
ment credit has become more and more 
important—more and more widely 
used. Individuals and families have 
become more dependent on wages and 
salaries, creating an ever increasing 
need for outside financial assistance to 
tide the family over a period of emer- 
gency. This change in our economic 
life has resulted in a constantly in- 
creasing demand for personal loans. In 
addition, the invention and mass pro- 
duction of automobiles, mechanical re- 
frigerators, washing machines, and 
many other types of home equipment, 
has resulted in a constantly increasing 
volume of instalment financing. 


Importance of Consumer Credit 


It’s true that there have been abuses 
as well as constructive uses of instal- 
ment loans and financing; but on the 
whole, consumer credit has played a 
vital part in contributing to our high 
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standard of living, our comfort, our 
health, and our general well being. In 
fact, I earnestly believe that it is im- 
possible to maintain a truly democratic 
system with economic freedom for the 
individual without providing adequate 
credit to the individual as well as to 
business and industry. 

The American Bankers Association 
has recognized this need for personal 
credit in its “Consumer Credit Creed” 
which reads in part as follows: “We 
believe, that in order to justify its 
charter, a bank must serve the reason- 
able credit requirements of its territory 
as well as provide a safe depository for 
funds; that the extension of credit to 
salaried or wage-earning individuals on 
a sound basis is an economically im- 
portant part of such service.” More 
and more banks have recognized this 
obligation and are offering consumer 
credit services on sound terms and at 
fair and reasonable cost. 

To endeavor to judge the effects of 
Regulation W on banking in Wisconsin, 
it is necessary to know the total volume 
of the credit which will be affected by 
the new regulations. The insured com- 
mercial banks of Wisconsin in 1940 ex- 
tended instalment credit totaling $27,- 
000,000. This volume of instalment 
credit handled by the banks of Wis- 
consin may be sub-divided as follows: 
Paper purchased from dealers... .$8,000,000 
Direct Loans for instalment 

financing 
F.H1.A. Title I loans.........>-.. S500,000 
Personal instalment cash loans... 8,000,000 


Obviously, all of the instalment 
credit extended by banks will be directly 
affected by the new regulations. How- 
ever. you will also be _ indirectly 
affected by an additional substantial 
volume of instalment credit—for in 
Wisconsin Jast year personal loan com- 
panies extended instalment loans total- 
ing $22,000,000, credit unions made 
personal loans amounting to $11.- 
000,000, utilities, department, furniture 
and appliance stores extended instal- 
ment credit amounting to $20,000,000, 
and automobile dealers and finance 
companies handled instalment paper 
totaling $40,000,000. 


The significance of instalment credit 
as an economic and social factor and 
the widespread effects of Regulation W 
on the normal flow of business, can be 
quickly grasped from a total of the 
preceding figures. Last year in Wis- 
consin banks extended instalment credit 
of $27,000,000; other agencies extended 
instalment credit amounting to $93,- 
000,000. This gives a grand total of 
instalment credit extended in Wisconsin 
last year of $120,000,000. 

Another point must be given consid- 
eration in endeavoring to determine the 
effect of Regulation W on our economy. 
The instalment credit obligations out- 
standing in Wisconsin directly affect 
over 400,000 families. Thus it is evi- 
dent that this regulation has far-reach- 
ing social implications. 

Bankers experienced in the field of 
instalment credit have recognized the 
need for self-regulation. The “Consumer 
Credit Standards of Practice” formu- 
lated by the Consumer Credit Council 
of the American Bankers Association 
recommended specific terms for time 
sales financing. These terms increased 
down payments and shortened matur- 
ities. The standards of practice sought 
to correct voluntarily the evils of in- 
stalment financing and. lending as far 
as the banks were concerned. 


Some Pertinent Questions 


How does it happen then, that the 
Government has stepped in to’ control 
and restrict this type of credit? 

Will the new regulations drastically 
affect the extension of bank credit? 

Will your customers be unable to se- 
cure loans for sound purposes? 

Why were the new rules established? 

What are they? 

And, how will they affect banking? 

These questions lead us to one of the 
most important points in this discus- 
sion. 

In order to analyze the new regula- 
tions intelligently, it is necessary for 
all of us to understand the reasons for 
control of Consumer Credit at this time, 
and the broad objectives aimed at 
through such control. 

The truly basic point is that we are 
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in a period of grave national emergency. 

While there are many differences of 
opinion concerning the role of America 
in world affairs today, the fundamental 
fact is that we, as a nation, are com- 
mitted to a policy which requires us to 
mobilize America’s industrial might on 
an “all out” basis. 

This means that production for na- 
tional defense must take precedence 
over “business as usual” whenever 
necessary to insure our national secu- 
rity. 

At the same time. this very situation 
has created serious shortages of ma- 
terials, tending not only to disrupt the 
normal flow of commerce, but also 
causing price advances which could (if 
not controlled) ultimately lead to runa- 
way inflation. 

The situation is made even more 
acute by the fact that the business boom 
resulting from defense production has 
enormously increased national employ- 
ment and factory payrolls—and hence 
our national buying power. 

In addition, as you well know, we 
have a basis for credit expansion which 
could further accentuate inflationary 
trends, 

With all of these factors in mind, it 
is obviously necessary to look ahead, 
plan ahead, and—wherever vital to our 
national interests—“apply the brakes” 
on our usual activities in order to cope 
with the unusual needs and problems 
of the hour. 

These are the reasons why higher 
taxes are essential. These are the rea- 
sons why you are urged to sell defense 
bonds and help conserve our new buy- 
ing power for the readjustment period 
following the present emergency. And 
these are the reasons why it is deemed 
advisable to “apply the brakes” on in- 
stalment credit at this time. 


Three Major Objectives 


In other words, there is no intention 
to cut off the essential flow of sound 
Consumer Credit for useful and neces- 
sary purposes. Instead, the new regu- 
lations are aimed at three major objec- 
tives: 

Number 1. To curtail unnecessary 
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purchases of many products using ma- 
terials urgently required for “all out” 
defense. 

Number 2. To help preven tundue 
price increases and thus combat infla- 
tionary tendencies. 

Number 3. To encourage public 
thrift not only in the interest of de- 
fense but also to provide a cushion for 
the period following this emergency. 

Regardless of political differences, I 
believe you will all agree to the im- 
portance and desirability of these 
fundamental objectives. 

And at this point, it is worth noting 
that the Presidential order, authorizing 
Federal regulation of Consumer Credit. 
assigned this broad task to the Board 
of Governors of the Federal Reserve 
System. This places the responsibility 
in the hands of an experienced body 
of practical-minded, thoughtful finan- 
cial leaders who are _ thoroughly 
grounded in credit matters. 

In formulating the new regulations, 
the Federal Reserve Board has asked 
for, and heeded the counsel and advice 
of qualified executives and economists 
in the field of instalment credit. Ken- 
ton R. Cravens, vice-president of the 
Cleveland Trust Company in charge of 
its Personal Loan and Finance Depart- 
ment, was drafted by the Federal Re- 
serve Board to assist in the preparation 
of the Consumer Credit regulations. 

The Federal Reserve Board is one of 
the best qualified governmental agencies 
to formulate and administer Regulation 
W. The Federal Reserve Board should 
recognize that too drastic a curtailment 
of Consumer Credit would have an un- 
fortunate effect on business and employ- 
ment, and work a hardship on millions 
of families. And this brings us logic- 
ally to a consideration of the specific 
regulation and the types of credit 
affected. 


Scope of Regulation 


Regulation W was issued by the 
Board of Governors of the Federal Re- 
serve System under authority of “The 
Trading with the Enemy Act” of 1917, 
and an Executive order dated August 9, 
1941. 





{ 
I 
( 


The regulation applies, in general, 
to all those engaged in the business of 
making extensions of instalment credit, 
or of discounting or purchasing obliga- 
tions arising out of extensions of instal- 
ment credit, or extending credit col- 
lateralized by instalment obligations. 
This means that banks will come under 
the regulation. 


Supplement to Regulation W. 


The supplement contains a list of con- 
sumers’ durable goods such as auto- 
mobiles, boats, outboard motors, motor- 
cycles, home appliances, certain musical 
instruments, home equipment and furni- 
ture, hereafter termed “listed articles.” 

The supplement defines in an exact 
manner, the method to be used in de- 
termining the basis price of listed ar- 
ticles. The supplement sets the maxi- 
mum percentage of the basis price it is 
permissible to finance on listed articles. 
This varies from 66-2/3 per cent on 
automobiles to 90 per cent of the basis 
price on furniture. The maximum ma- 
turity on any listed article is 18 months. 


Definitions 


“Extension of instalment credit” 
means an extension of credit which the 
obligor undertakes to repay in two or 
more scheduled payments or as to 
which the obligor undertakes to make 
two or more scheduled payments or de- 
posits usable to liquidate the credit, or 
which has a similar purpose or effect. 
The last eight words of this definition 
appear to be very significant—‘“or 
which has a similar purpose or effect.” 

On the basis of this definition it 
would appear that credit not commonly 
considered instalment credit may come 
under the scope of the regulation. 

“Instalment sale credit” means the 
extension or arranging for the exten- 
sion of instalment credit by the seller 
on any articles listed in the supplement 
to the regulation. 

“Extension of instalment loan credit” 
means an extension of credit made di- 
rectly to a borrower by a lender, which 
is repayable in two or more scheduled 
instalments and which is for $1,000 or 
less; or an instalment loan secured by 
and to finance the purchase of a listed 


‘*‘Banks will be affected di- 
rectly in four ways: 

‘*1, The regulations will be 
an important factor in the ex- 
tension of credit to finance and 
loan companies. 

**2. The new credit controls 
will have to be taken into con- 
sideration in the extension of 
credit to dealers who sell on the 
instalment plan. 

“<3. It will be necessary to, 
carefully scrutinize loan applica- 
tions of $1,000 or less to prevent 
evasions of Regulation W. 

‘‘4. Those banks that make 
instalment personal loans or that 
purchase instalment paper from 
dealers will be subject to the 
regulations on the same basis as 
loan companies and finance com 
panies.’’ 


article regardless of the 


financed. 


amount 


Registration and General Require- 
ments 


This section provides that all those 
extending instalment credit shall be li- 
censed. The regulation calls them 
“Registrants.” Everyone engaged in the 
business of granting or arranging for 
instalment credit is automatically 
granted a license good until December 
31, 1941. To extend instalment credit 
after that date, a registration statement 
must be filed with your Federal Re- 
serve Bank. Licenses may be revoked 
for improper registration statements or 
violation of Regulation W. 


Instalment Sale Credit 


The maximum amount to be financed 
on a listed article is the permissible per- 
centage of the basis price as shown in 
the supplement. 

This section also sets the maximum 
maturity at 18 months. It also requires 
that repayment be in substantially equal 
instalments. This prohibits the so- 
called “balloon notes.” 
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Another provision is that the seller 
must furnish the buyer with a “state- 
ment of transaction” listing certain re- 
quired information. 


Instalment Loan Credit 


Instalment loans for the purpose of 
financing a listed article (provided a 
lien is taken on a listed article) are 
subject to the same restrictions on the 
amount permissible to finance, and ma- 
turity, as instalment sale credit. 

Under this significant provision of 
the regulation, any loan of $1,000 or 
less that, by oral or written agreement, 
is to be repaid in two or more sched- 
uled instalments is subject to Regula- 
tion W. This means a loan secured by 
securities, cash surrender value of life 
insurance, or a savings passbook. mav 
be subject to the regulation. 

This section also provides that the 
lender shall give the borrower a state- 
ment which shall show the terms of re- 
payment, and if the loan is for the 
financing of a listed article, shall show 
the bona fide cash purchase price. 


Certain Exceptions 


This section excepts certain transac- 
tions from the rgeulations, for example: 
loans secured by first liens on real es- 
tate; loans for medical, dental. hospital. 
or funeral expense if it will work a 
hardship on the borrower to meet the 
requirement of the regulation: loans for 
general agricultural purposes. 


Enforceability of Contracts 


This section permits, at this time, the 
collection of an instalment obligation 
even though the terms do not comply 
with Regulation W. 


Renewals, Revisions and Additions 


This section contains comprehensive 
controls on all renewals, revisions and 
refinancing of instalment credit. This 
section seeks to have the obligor repay 
an instalment obligation on the basis 
on which it was originally scheduled to 
be liquidated. However, should the 
borrower’s financial condition make 
compliance with this section an undue 


hardship, a “statement of necessity to 
prevent undue hardship” may be taken, 
and more liberal terms extended. The 
purpose of this provision is to provide 
flexibility when needed. 

One of the purposes of this section 
is to effect a reduction of instalment 
credit by eliminating unnecessary re- 
newing and refinancing. 

It is also to be noted that this section 
makes it a violation of the regulation 
if a registrant extends instalment credit 
for the purchase of a listed article if 
he knows or should know that the buyer 
has borrowed part or all of the required 
down-payment. 

Existing loans and contracts in force 
are not affected by the regulation. 

This gives you a rather sketchy out- 
line of Regulation W and we logically 
come to the most important question 
to all of us. 


How Will Banking Be Affer u: 


How will these regulations affect 
banking? 

How will these new Consumer Credit 
controls affect our bank and our com- 
munity ? 

While it is, of course, impossible to 
fortell the exact results of the regula- 
tions, it is apparent that they will affect 
every family that uses instalment credit, 
every merchant who sells on the instal- 
ment plan, and every institution that 
finances this type of credit. 

Banks will be affected directly in 
four ways: 

1. The regulations will be an impor- 
tant factor in the extension of credit 
to finance and loan companies. 

2. The new credit controls will have 
to be given consideration in the exten- 
sion of credit to dealers: who sell on 
the instalment plan. 

3. It will be necessary to carefully 
scrutinize loan applications of $1,000 
or less to prevent evasions of Regula- 
tion W. 

4. Those banks that make instalment 
personal loans or that purchase instal- 
ment paper from dealers will be subject 
to the regulations on the same basis as 
loan companies and finance companies. 

It is obvious that the new regulations 
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of the Federal Reserve Board will result 
in a reduction of instalment credit out- 
standing, yet they do not abolish ‘sound 
instalment purchases of necessary goods, 
nor do they make it impossible for Mr. 
and Mrs. Average Citizen to get an in- 
stalment loan to meet necessary ex- 
penses. And in addition, the regulation 
places every instalment transaction in 
your community on a sound basis. 

It is to be hoped that these moderate 
restrictions will accomplish their in- 
tended objectives as the present emer- 
gency is such that if present regulations 
do not do the job, much more drastic 
and disruptive regulations might be im- 
posed. At least, it seems wise to work 
on that assumption, and not only to co- 
operate in every possible way, but to 
assume a position of constructive leader- 
ship in our communities in the field 
of personal credit, by— 

1. Carrying on an educational pro- 
gram in our communities to inform all 
interested parties on the new Consumer 
Credit regulations. 

2. Urging the members of vur com- 
munities to help conserve materials 
vital to national defense—not to buy 
unnecessarily or thoughtlessly—to pay 
cash whenever they can, and if they 
need to buy on time, to make as large 
a down-payment as they can afford and 
pay the balance in the fewest possible 
number of instalments. 

3. And most important of all—urg- 
ing our citizens to keep a budget, to 
save for national defense, and to build 
a reserve fund for future needs—to In- 
vest in America—to Buy Defense Bonds 
for personal and national security. 

And in conclusion, let us keep in 
mind that the new Consumer Credit 
regulations of the Federal Reserve 
Board are a vital factor in our fight 
against inflation. 

It has been truly said that except for 
death and mutilation, inflation is war’s 
most terrible aftermath. And each one 
of us has the opportunity, yes the re- 
sponsibility, on the home sector of the 
far-flung battle front, to lead the fight 
against this most insidious, demoraliz- 
ing and devastating enemy of our do- 
mestic economy. . 
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Reconstruction 
Finance Corporation 
Loans to the 
Railroads 


By 
HERBERT SPERO 


Department of Economics 


College of the City of New York 
o 


THs book is a study of Recon- 

struction Finance Corporation 
financing of near-bankrupt rail- 
roads in the depression years 1932- 
1937. It deals with the funda- 
mental difficulties of the nation’s 
railroad system and of the weaker 
carriers in particular. It empha- 
sizes the various purposes for 
which the Reconstruction Finance 
Corporation was created and the 
diverse uses to which the corpora- 
tion’s funds were put. 

It provides a detailed analysis 
of the basic financial ills of the 
St. Louis-San Francisco, the Chi- 
cago and Eastern Illinois, the New 
York, New Haven and Hartford, 
the Missouri Pacific, the Chicago, 
Milwaukee, St. Paul and Pacific, 
the Denver and Rio Grande West- 
ern, and the Chicago and North 
Western. The analysis is amply 
supported by statistical data. The 
policy of the Interstate Commerce 
Commission in approving Recon- 
struction Finance Corporation aid 
to these lines is then studied. 

The author’s conclusion is sig- 
nificant for its statement of the 
new relationship of the Govern- 
ment to debtor roads and for its 
criticism of governmental policy. 


Bankers Publishing Co., | 
| 465 Main Street, Cambridge, Mass. | 


| Please send me on approval a copy ot | 
“RFC Loans to the Railroads” by Herbert | 
Spero. At the end of 5 days I will either 


: remit $3.50 or return the book. : 
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Conversion of Commercial 


Bank Funds 


A Plan to Provide for Liquidity and Flexibility of Funds 
and the Stabilization of Profits in Com- 
mercial Banking 


By H. E. ZARKER 


IV 
FLEXIBILITY OF THE PLAN 


Two Additional Banks for Com parison.—This article in 
the series, among other things, is intended to further point 
out the hazards of attempting to operate a commercial bank 
without due consideration of the sources of funds available 
for conversion into assets. 


In contrast with the more conservative ratio of demand 
to time deposits, as reflected in the balance sheet of “X” 
National Bank, two extreme conditions were found in state- 
ments published in a recent bank directory. One bank had 
a preponderance of demand deposits, while in the second one 
there was found an exceptionally high percentage of time 
deposits. 


It was assumed, for the purpose of this comparison, that 
the premises upon which the conversion of funds basis was 
developed were the same with respect to these two banks, 
thus permitting the use of the same conversion of funds 
basis in order to show its flexibility. 

The actual deposits of both these banks were reduced to 
percentages so that it would be possible to reallocate the 
same amount of deposits which was used in the schedule of 
“X” National Bank; namely, $4,063,000.00. 


NOTE: This is the fourth of a series of articles which started in the October 
number. The author is treasurer of the Princeton Bank & Trust Company, 
Princeton, N. J. 
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For the purpose of this study, “Y” Bank & Trust Co. 
and “Z” National Bank & Trust Co. will be the designations 
of these two institutions rather than their actual names. 


Deposit Composition of “Y” Bank & Trust Co.—The 
“Y” Bank & Trust Co. had 15.6 per cent of their total depos- 
its in regular demand deposits; 80.5 per cent in savings ac- 
counts; 1.6 per cent in special demand deposits; and 2.3 per 
cent in special time deposits. 


Deposit Com position of “Z” National Bank & Trust Co. 
—The “Z” National Bank & Trust Co. had 90.5 per cent of 
their total deposits in regular demand deposits; 6.3 per cent 
in savings accounts; 2.1 per cent in special demand deposits; 
and 1.1 per cent in special time deposits. 

It is now intended to produce a comparison of the assets 
converted by the use of the same conversion of funds basis— 
applied to the various deposit percentages in the “X” Na- 
tional Bank, “Y” Bank & Trust Co., and “Z” National Bank 
& Trust Co. In order to be consistent, the same available 
capital funds will be used. 


A pplication of the Plan to “Y” and “Z” Banks.—A 
comparison of these two sets of data will reveal a wide varia- 
tion in the major types of deposits, and yet they reflect the 
same total deposits. 

Should “Y” and “Z” banks’ assets be comparable with 
those of ““X” National Bank merely because they have the 
same amount of deposits? 

If not, how should “Y” and “Z” banks’ assets be 
allocated ? 

To answer these questions, the funds available for con- 
version of “Y” Bank & Trust Co. and “Z” National Bank & 
Trust 'Co. were applied to the Conversion of Funds Basis— 
Exhibit I. 

The conversion of the funds available in the “Y” Bank & 
Trust Co. is shown on Schedule “E.” 

The conversion of the funds of “Z” National Bank & 
Trust Co. is shown by Schedule “F.” 


Comparison of “X,” “Y ,” and “Z” Converted Positions. 
—Bearing in mind the fact that the same conversion of funds 
basis was used in the tabulation of the results of these three 
banks, the only factor responsible for the wide differences 
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in the funds placed in each asset account was the differences 
in the composition of their deposits. 

For convenience in studying the desirable asset positions 
of these banks, Schedule “G” was created. 

That assets should be synchronized with sources of funds 
is recognized by many bankers today. But the question 
has been “How’’? If this study answers the question by 
means of provoking serious thought and action on this neg- 
lected phase of commercial bank management, it will have 
served its purpose. 

The wide variations in the volume of funds placed in each 
asset account because of the differences in composition of 
the deposit liability of each of the three banks are interesting. 
Rather than to comment upon each item on Schedule “G,” 
thus adding more detail to this study, it is suggested that suf- 
ficient time be given to this schedule to thoroughly acquaint 
the reader with the almost impossible task of investing bank 
funds without a predetermined policy set up to provide the 
maximum of safety, liquidity and flexibility for each type of 
funds available for conversion. 
























Its Application to Several Banks in Same Community. 
—It is now seen possible for bankers in the same community 
to develop their assets in such a way that regardless of their 
different percentages of demand and time deposits, each 
will have in effect a safe, liquid and flexible asset structure, 
built upon the same conversion of funds basis. 

After each banker in the community figures the poten- 
tial income from operating his bank on this scientific princi- 
ple, they should come together, and, armed with cost and 
activity data from their own respective banks, redesign or 
have prepared for them a service charge schedule that will 
take up the shrinkage in gross income caused by this con- 
structive change in bank management. 

Under the present generally used system the gross in- 
come is naturally higher on each asset dollar as compared 
with the income from assets converted under the conversion 
of funds basis. But the price paid for greater income from 
high yielding “capital loss” investments is invariably heavy 
losses—losses that in every case studied have far exceeded the 
additional income gleaned from that type of investments. 
Following the plan as outlined herein, a bank will reduce its 
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SOURCE OF “Y” FUNDS FOR CONVERSION 
ce ed 


Y” BANK & TRUST CO. 

Source of Funds é % Amounts 
Regular Demand Deposits 15.6 $ 633,828 
Due to Banks 
Special Demand Deposits c 65,008 
Savings Accounts 3,270,715 
Special Time Deposits 2. 93,449 


Total Deposits $4,063,000 
Available Capital Funds 403,000 


Total Funds Available for Conversion $4,466,000 
SOURCE OF “Zz FUNDS FOR CONVERSION 
“7% NATIONAL BANK & TRUST CO. 

Source of Funds Ge Amounts 
Regular Demand Deposits $3,677,015 
Due to Banks 
Special Demand Deposits ; 85,323 
Savings Accounts 255,969 
Special Time Deposits ‘ 44,693 


Total Deposits $4,063,000 
Available Capital Funds 403,000 


Total Funds Available for Conversion $4,466,000 





loss hazard to a minimum and charge-offs will be the excep- 
tion rather than the rule; this, in addition to assets designed 
to provide the maximum of safety, liquidity and flexibility, 
with no reduction in gross income. 


Daily Statement of Condition.—In order for the man- 
agement to follow the variations between the actual and 
desired asset positions, a new daily statement form was 
designed—Exhibit “B.” 

The asset side of the balance sheet is wide enough for two 
rows of figures (actual and desired), while on the liability 
side only space for one column is necessary. 
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The statement is designed so that the actual position can 
be prepared by the bookkeeper on a wide carriage adding 
machine. 

It will be noted that the assets are arranged according to 
their degree of liquidity; that the liabilities are listed from 
demand deposits through stockholders’ equity. 

The general ledger accounts were rearranged in exactly 
the same way as they appear on the statement, permitting 
ease in its preparation daily. 

Desired position figures are inserted in ink as often as 
they are calculated, which may be every week while the plan 
is being worked out, and then semimonthly should be often 
enough. 


The Task Ahead 


E know that modern methods of warfare make it a task 
not only of shooting and fighting but an even more urgent 
one of working and producing. 

Victory requires the actual weapons of war and the means 
of transporting them to a dozen points of combat. 

It will not be sufficient for us and the other United Nations 
to produce a slightly superior supply of munitions to that of 
Germany and Japan and Italy and the stolen industries in the 
countries which they have overrun. 

The superiority of the United Nations in munitions and 
ships must be overwhelming, so overwhelming that the Axis 
nations can never hope to catch up with it. 

And so in order to attain this overwhelming superiority the 
United States must build planes and tanks and guns and ships 
to the utmost limit of our national capacity. We have the 
ability and capacity to produce arms not only for our own 
forces but also for the armies, navies and air forces fighting 
on our side.—Franklin D. Roosevelt. 
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IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


HE national economy, now placed 

on a war basis, has largely ceased 

to be the political football that it 
was prior to “Pearl Harbor.” Osten- 
sibly, the central theme was for months, 
“defense.” But the word covered a 
multitude of purposes, some of which 
were reform, politics, and stubborn per- 
sonalities. While the war has _ not 
blacked-out self seeking, either in the 
name of party or politics, it has tended, 
at least, to cloak them with patriotism. 
Programs must now appear to provide a 
quicker means of winning the world 
war. 

A war time capital is not always the 
seat of patriotism. Better examples of 
that high quality are, undoubtedly, to 
be found far away. The National Capi- 
tal these days is one of pressure. Many 
sincere, hard working officials are work- 
ing long hours for the common good. 
Congress is largely single minded in its 
desire to quickly pass legislation de- 
manded. However, various pressure 
groups are not abandoning their aims, 
but rather are adapting them to changed 
conditions. Their motives are the same, 
but now they seek to wear uniforms 
emblazoned with the national colors. 


War Finance 


Chief of the problems uppermost 
now, concern financing this war while 
seeking to maintain a stable economy 
—or as near a stable economy as pos- 


sible. That there will be a measure of 
inflation is not denied. Every effort 
will be made to keep finances in hand. 


The tax bills will seek to do this while 
raising as much of the money needed 
as is possible. The taxes will be heavy 
and long continued if leading officials 
have their way. Banking will not en- 
tirely escape. The over-all aim is to 
keep the rich from growing richer and 
the poor poorer. 

Excursions are expected to be made 
into that unknown field of enforced 
savings. Various new names may be 
coined to camouflage the purpose, but 
the aim will be clear, namely, to collect 
earnings before they can be spent. To 
require people to save whether they like 
it or not. There will be promises of 
repayment—after the war. Just how 
this will work out, no one knows, for 
sure. Officials say they will cross that 
bridge when it is reached. 

Taxes to finance the war, taxes to 
prevent price rises, taxes to remove 
pressures from public demand for 
scarce goods, that is the aim. It is 
hoped to make such an over-all tax bill 
operative even before the present bill 
is given a chance to show its working 
abilities and its faults. 

Meanwhile, Treasury Department offi- 
cials, along with those from the Fed- 
eral Reserve Board and the Federal Re- 
serve Bank of New York, are tailoring 
new bond issues for public offering. 
The special investment needs of various 
types of institutions are to be remem- 
bered. Plans now under consideration 
include not only commercial banks but 
mutual savings banks, life insurance in- 
stitutions, estates and others. There is 
no doubt that there will be more than 
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enough offerings to suit every type of 
large scale buyers. 

Interest rates on Government secu- 
rities are expected to climb. Every 
effort will be made to hold these down, 
but with a Victory Program of around 
$150,000,000,000 and with projected 
spending for war needs and lend-lease 
operations at $5,000,000,000 monthly, 
rates must be increasingly attractive to 
those who have funds. 

Thus far, Administration officials 
have frowned on all proposals that 
would veer toward limitation of profits. 
Such measures as the 6 per cent, 7 per 
cent and 8 per cent profit bills are not 
at this writing in favor. This is some- 
thing of a reversal of earlier attitudes. 
The reason for the shift is the desire to 
maintain unity of purpose and avoid 
internal schisms. 


Effects on Our Economy 


While only the broad outlines of 
financial policy during this war can be 
definitely known, the general effect on 
the internal economy can be more spe- 
cifically envisioned, due to plans al- 


ready announced or laid by the several 
defense agencies. The effect of mate- 
rials shortages are likely to be profound 
and not easily overcome. Just what 
effect this will have on local banking 
conditions no Washington official will 
hazard. The local merchant, the local 
small manufacturer, who has used his 
line of credit at his bank, for the pur- 
pose of running his business, is going 
to have many difficulties. There is go- 
ing to be some shifting of bank earn- 
ings. There are evidences that some 
of the larger banking institutions are 
doing considerable promotion work to 
secure defense business for their regular 
customers. 

The Murray study of small business, 
which is now holding hearings, is em- 
phasizing that many minor industries 
can tide themselves over by doing “bits 
business.” That is, adapting themselves 
to the production of parts needed. This 
is to be promoted. 

Certain lines of business activity 
where banking is used, will find stimu- 
lated business. Food production is one 


of these, including agriculture. Use of 
wood products is another. Any one of 
the natural resources, not subject to 
priority red tape, will doubtless boom, 
say officials. Clay products, for ex- 
ample, or products made from cement. 
Plastics and materials that have grown 
out of the laboratories will find much 
business. Bankers are to be expected 
to advise and counsel, for their own 
as well as their borrowers’ interests, in 
these things. 

Labor shortages are likely to affect 
some lines of business which might 
otherwise be profitably stimulated. That 
the man power of the nation is great, 
is admitted, but since the length of the 
conflict is uncertain, the premium will 
be on use. This will, in turn, provide 
new incomes for those over or under 
the possibility of military service. The 
use of women in many fields is to he 
expected, even agriculture. 


Credit Controls 


Credit controls are being talked about, 
but at the present, there are no imme- 
diate plans for the setting up of rules 
and regulations. Large issues for in- 
vestment purposes, outside of war needs, 
are not too favored. Bankers are being 
told by Secretary of the Treasury Mor- 
genthau and Federal Deposit Insurance 
Corporation Chairman Crowley, to “go 
easy” on loans that might in anyway 
interfere with the favored needs of de- 
fense and war prosecution. 

At the same time, it appears unlikely 
that bank examiners will frown, or su- 
pervisory regulations will be invoked 
against loans to meet civilian needs 
along fundamental lines. As one offi- 
cial pointed out. the purpose is to see 
that public morale does not suffer. He 
explained that if the “general public,” 
can be reasonably well clothed, that 
food is abundant and reasonable and 
that there is no shortage of fuel, all the 
frills of living can be dispensed with. 

This implies, rather plainly that in- 
dividual bankers can adapt their loan 
policies along the most fundamental 
lines. 

A hint to business and banking as 
to the future, is found in the advice 
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given by Carroll L. Wilson, chief of the 
Bureau of Foreign and Domsetic Com- 
merce, before advertising executives. He 
points out that about the same percent- 
ages of consumer goods will be used in 
wartime as in peace time. He said: 

“It is doubtful if any scheme of taxa- 
tion or of enforced savings that will be 
enacted into law can so diminish the 
present swollen flood of income to in- 
dividuals that sales of available prod- 
ucts will not reach new heights.” 

He foresees that the best markets will 
be in the production of products for 
those in the lower income brackets. In- 
comes have risen faster than prices for 
this group. he said. 


Housing 


The business of lending money to 
build houses is one of the most sharply 
contested issues in the National Capital 
and bids fair to remain so. Those in- 
terested in mortgages are fighting to 
prevent the Government, through one 
disguise or another, from constructing 
homes on a large scale. They fear 
socialization of the American home—of 
Government owning and _ operating 


homes, hotels, and apartment houses on 
a large scale and in way that under- 
cuts private investment. The outcome 
of this fundamental struggle is not yet 
clear. It is likely that the Government 
will, in certain cities where defense em- 
ployment is heavy, dominate the hous- 
ing market, but in the majority of cities 
and towns, private investments in such 
properties will continue as in the past. 


How Long? 


Just how long this struggle will last 
no one knows. There is. however, as 
good evidence that it will be short as 
that it will be long. There are certain 
attitudes assumed here that need to be 
taken into consideration in reading of 
Washington events. 

The first is psychological. Officials 
are constantly taking extreme attitudes. 
Talking of a five to a ten year war. 
This is definitely for public consump- 
tion. It is designed to avoid anything 
short of all-out effort. It is oftentimes 


cxtrayegant and_ distorted. 
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Investment 


3 
and Finanee 
Epitep sy OSCAR LASDON 


Life Insurance Investments 


URING the last ten years the rate 
of interest return on obligations 
eligible for life insurance company 

investment has been steadily declining. 
The net investment return of the na- 
tion’s life insurance companies was 3.44 
per cent in 1940 as against 5.03 per cent 
in 1930. 

At the 35th annual convention of the 
Association of Life Insurance Presi- 
dents, Elbert S. Brigham, president of 
the National Life Insurance Company 


of Vermont, diagnosed the principal 


causes of this trend. Mr. Brigham 
pointed to the great influx of foreign 
capital, Federal control of money rates, 
and to the intense competition for the 
diminishing supply of high-grade bonds. 
In particular, this growing scarcity of 
new bond issues poses an important 
practical problem. 

Confronted with lower income re- 
turns, mutual companies have been re- 
ducing dividends to policy holders over 
the last few years. Now, an increase 
in premium rates throughout the indus- 
try also appears inevitable. 

One company, the Metropolitan Life, 
has already announced that, as of Janu- 
ary 1, 1942, new policy forms will be 
adopted. These policies will have re- 
serves and cash values based on an in- 
terest rate of 234 per cent, as compared 
with the 3 per cent rate now in effect 
for ordinary policies and 314 per cent 
for industrial policies. Other com- 
panies are expected to follow in line 
with similar action. Although operat- 
ing expenses of life companies have 


been reduced somewhat by recent im- 
provement in mortality, low interest 
rates have proved of greater conse- 
quence. 

A good idea of the effect of lower in- 
terest rates on life insurance company 
income can be gained from the follow: 
ing illustrations. During the ten year 
period, 1931-40, net investment income 
of all legal reserve life companies was 
almost $2,500,000,000 less than it 
would have been at the 1930 level. Net 
investment income for 1940 was esti- 
mated at over $400,000.000 less than 
would have been realized at the 1930 
rate. Reduction in income for 1940 
was a sum almost equal to the divi- 
dends actually paid and credited to 
policyholders and was over $100,000.- 
000 more than was paid for initial pre- 
miums for new insurance during that 
year. 

Estimated admitted assets of all 
life companies at the end of 1941 to- 
taled approximately $32,550,000,000. 
This represents an increase of $425,- 
000,000 during the year. 


—_— 


WAR INSURANCE 


In the field of insurance, America’s 
entry into the war was marked by the 
immediate formation of the War Risk 
Insurance Corporation. Organized by 
the Reconstruction Finance Corporation 
with a capital of $100,000,000, it will 
serve to protect property owners and 
farmers from depredations of enemy at- 
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tacks. Complete details with regard to 
premiums, reports of loss, and items 
covered are presently being worked out. 
Air-raid and war-risk insurance protec- 
tion is not now being underwritten by 
casualty companies though it has been 
urged, in some quarters, that the Gov- 
ernment utilize existing private insur- 
ance machinery in meeting war insur- 
ance problems. However, at this writing, 
it does not appear likely that the War 
Risk Insurance Corporation will re- 
insure policies, as desired by some in 
the insurance world, but will directly 
assume the risks itself. 

Air-raid alarms over both seaboards 
resulted in considerable softening of 
prices of municipal and state bonds. 
This was the initial reaction of investors 
to the hew dangers at hand. Subse- 
quently, on more rational reflection, 
these obligations recovered their losses. 
As was indicated by the formation of a 
Government Insurance corporation, 
property damages and losses are to be 
viewed as a national responsibility to be 
shared by all. 

Note what has happened in Great 
Britain where conditions of air-raid 
damage have been much more serious 
than ours are ever likely to be. There, 
the cities are insured by the central gov- 
ernment and any municipality suffering 
damage files its claim with the appro- 
priate government commission. We 
should look at the British book of ex- 
perience in working out our own af- 
fairs. 


—~ 


SMALL BUSINESS IN THE WAR 
PROGRAM 


Appearing before the Tolan Commit- 
tee of the House of Representatives in- 
vestigating national defense migration, 
Peter R. Nehemkis, Jr., of the Division 
of Contract Distribution of the Office of 
Production Management, outlined the 
procedures being followed to facilitate 
the ‘conversion of small plants and in- 
dustries from civilian to defense produc- 
tion. 

According to Mr. Nehemkis, three 
broad basic techniques are being util- 


ized. 


1. An expanded system of subcon- 
tracting. 

2. The breaking down of large orders 
of supplies into smaller units, and 
spreading such orders among the 
smaller enterprises (still largely un- 
used) as new prime contractors and sub- 
contractors. 

3. The pooling into single units, un- 
der unified managerial direction, of 
scattered machine and tool shops, or 
units of an industry shut down as a 
result of material shortages. 

Implementing these techniques, pro- 
grams are also being devised to assist in 
the search for new substitutes, the con- 
servation of existing materials, as well 
as the standardization and simplifica- 
tion of design. 

By approaching the problem of con- 
version on an industry and regiona! 
business, Mr. Nehemkis believes that to- 
tal industrial mobilization can be ac- 
complished far more effectively than on 
an individual basis, although the latter 
may be desirable in special circum- 
stances. 


— 


CAPITAL GAINS TAX 


Attention is being called to the desir- 
ability of reducing the capital gains 
tax. It is pointed out that this levy 
has an unfortunate effect on our econ- 
omy and that many disadvantages ac- 
crue from the taxation of capital gains. 
In this connection, the following argu- 
ments are most often advanced. 

1. It impedes the flow of fresh capi- 
tal into industry by removing the in- 
centive for creating venture capital. 

2. It tends to freeze existing capital 
which alone is insufficient and must be 
constantly replenished through the new 
flow of furds. 

3. It results in a diminution of capi- 
tal investment and thus restricts the vol- 
ume of employment and activity of busi- 
ness. Consequently, it serves to reduce 
the volume of income reported and the 
amount of income tax revenues secured. 

Also of interest is the fact that, from 
a dollar and cents standpoint, produc- 
tiveness of the capital gains tax is slight 
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and furnishes only a very small portion 
of Federal tax revenues. 

Emil Schram, president of the New 
York Stock Exchange, has urged either 
the abolition or easing of the tax on 
capital gains. President Schram con 
tends that the expanded volume of in- 
vestment activity would be more thar 
sufficient to offset any loss in collec- 
tions. 

The late Morris L. Tremaine, eminent 
controller of the State of New York, 
strenuously opposed capital gains taxa- 
tion. Controller Tremaine was of the 
opinion that increased turnover of secu- 
rities would result in greatly expanded 
receipts from transfer taxes that would 
make up for the losses realized from 
the abolition of capital gains levies. 


_ 


WAR FINANCE 


“Income taxes should be collected at 
the source of payment now that the na- 
tion’s war effort is moving at top speed,” 
according to Dr. Herbert Spero, Chair- 
man of the Finance Committee of the 
Department of Economics of the City 
College of New York. Addressing the 
American Discussion League in New 
York City, Dr. Spero noted that this 
method of financing the war program 
insures prompt payment of tax revenues 
to the Government while, at the same 
time, it appropriately withholds pur- 
chasing power from civilian goods mar- 
kets. “Should income taxes be increased 
sharply, as now seems likely,” Dr. Spero 
suggested, “the advisability of a plan of 
‘deferred payments,’ such as has been 
proposed by John Maynard Keynes, 
should also be considered.” 

Outlining various methods of war 
financing, Dr. Spero remarked that 
“Expansionary financing through Gov- 
ernment borrowing is preferable to 
large tax increases during the earlv 
stages of a defense program if a good 
part of the nation’s manpower, materials 
and machinery is lying idle. Under 
such conditions, an increase in the sup- 
ply of money and credit can be matched 
by a rise in the quantity of consumer 
goods and services with no inflationary 


rise in prices resulting. An increase in 
taxes,” continued Dr. Spero, “is unjus- 
tified until the existing supply of labor 
and machinery is fully employed. If 
taxes are jacked up at an earlier point, 
the result will be a diversion of the 
volume of actual production to the State 
and an unnecessary reduction of living 
standards. Under such circumstances, 
the effect on public morale would be 
bad—especially if the war is prolonged 
over a period of years. 

“When all productive equipment and 
labor are employed to the hilt, the Gov- 
ernment must then maintain a careful 
balance between the supply of and the 
demand for civilian goods. And as 
more and more of industrial output is 
absorbed by the war machine, the Gov- 
ernment must then rely on taxes and 
non-bank borrowing if it wishes to es- 
cape from inflation and its evils.” 

Dr. Spero observed that “a program 
of collecting taxes at the source treats 
the taxpayer in realistic fashion since 
he never receives the income which he 
gives up. In other words, he comes 
to accept a reduction in pay which, af- 
ter a while, he hardly considers as a 
surrender of purchasing power.” 


—_— 


COMMERCIAL LOANS 


Prior to the war emergency, bank 
officers generally appraised borrowers’ 
applications in the light of their capital 
ratios—ratios of resources to net worth 
and current assets to current liabilities. 
Today, however, these balance sheet 
tests no longer provide the main criteria 
for determining whether or not credit 
accommodations should be granted. 

A new and dominating factor is the 
backlog of unfilled orders which a con- 
cern may have on its books. The ex- 
igencies of war are requiring continu- 
ally increasing production and many 
concerns with relatively small working 
capital are being pinched for funds. 
Heavy backlogs of unfilled orders now 
provide a good basis for extending 
credit where other qualifications of the 
borrower may be sub-standard. 

Another factor being given more 
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weight in reviewing loan applications 
and analyzing loan requests is the mat- 
ter of turnover. For example, funds 
are now being turned over much faster 
than has been the case in recent years. 
Considering this change, bankers can 
afford to be more generous where work- 
ing capital is not all it should be. 

Requirements of increased production 
are being felt by borrowers through the 
dwindling of cash balances and the ex- 
pansion of borrowings. Heavier taxes, 
of course, limit the building up of cash 
from increased profits and it is inevita- 
ble that borrowing will continue to in- 
crease. Even though the funds for new 
plants and factories may be largely sup- 
plied through government assistance, 
the needs for large bank credits will still 
be pressing. 


_— 


BANK DEPOSIT TAXATION 


In a recent issue of the Federal Re- 
serve Bulletin, the Federal Reserve 
Board vigorously slapped down a sug- 
gestion that demand deposits be sub- 
jected to federal assessments in order 
that larger tax revenues might be forth- 
coming. Proponents of the plan were 
evidently enthused over the simplicity 
of imposing a tax on bank checking 
accounts. Collection of such a levy 
would be relatively simple inasmuch as 
banks could charge their depositors’ ac- 
counts monthly and remit the funds to 
the Treasury. Aside from the ease with 
which the funds could be collected and 
transmitted, the proposal would also 
have yielded a handsome return. 

In no uncertain terms, however, the 
Reserve Board classified the scheme as 
a “soak the rich” proposal. It empha- 
sized the fact that such a plan would 
violate the fundamental principle of 
taxation in a democracy—that “taxes 
should be imposed in accordance with 
‘ability to pay.” 

The Board also pointed to the hard- 
ships which this mode of taxation would 
produce. It cited the case of the small 
business man who had a very active 
deposit account but, who. nevertheless, 
only earned a modest income. It 
stressed the fact that, in this instance, a 


very active deposit account reflected the 
whole volume of business transactions 
rather than net profits. In this case, the 
deposit tax might substantially exceed 
that of an individual who was much 
better off but whose deposits consisted 
solely of salary or dividend checks. 
Equitably, of course, the tax should 
bear more heavily on the latter. 

Continuing its discussion, the Reserve 
Board observed that “If the tax is passed 
on in the form of increased prices of 
commodities produced or services ren- 
dered by taxpayers, it becomes similar 
to a general tax on commodities. Such 
a tax is undesirable because it bears on 
everyone in proportion of his consump- 
tion, a result that is not consistent with 
the principle that the well-to-do should 
contribute a larger share of their in- 
come than those in less fortunate cir- 
cumstances. 

“An additional technical considera- 
tion,” it was remarked, “is the proba- 
bility that some depositors could easily 
evade the tax by making payments in 
currency and by means of re-indorsed 
checks passing from person to person 
without being deposited.” 


The position of the Reserve Board 
conforms with the sensible and realistic 
attitude it has always maintained. 


TREASURY FINANCE 
C. F. Childs and Company, special- 


ists in U. S. Government obligations, 
offers the following suggestions in con- 
nection with financing of the war pro- 
gram: 

“1. Offer an unlimited amount of 
bonds, non-marketable and non-transfer- 
able for the first three to six months: 
grant subscribers 100 per cent allot- 
ment. (Would satisfy buyers’ needs, 
but would remove the support of those 
buyers from secondary market.) 

“2. Offer bonds on ‘tap’ for a speci- 
fied period of time. (Would remove the 
excuse of banks and investors for keep- 
ing funds idle waiting for new issues. 
Would cause readjustment of market for 
old issues to the yield of ‘tap’ issues.) 

“3. Offer an indeterminate maturity 
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loan (‘Consols’). (Time for that is 
remote. ) 

“4, Offer large amounts as popular 
loans, and do intermediate borrowing 
only from banks. (Would stimulate 
public response and permit recourse to 
banks when Treasury needs bank sup- 
port. Provide short-term loans mainly 
to commercial banks.) ‘ 

“5. Offer a 234 per cent issue matur- 
ing 50 years hence. (Untimely while 
banks have excess reserves and invest- 
able funds at lower rates.)” 

Other “tested practices and untested 
experiments” are also enumerated, many 
of which concern themselves with mat- 
ters of taxation, forced loans, over-sub- 
scriptions, and rights. The December 
Investment Bulletin is worth writing 
for. 


BANKING AND INSURANCE 


Section 92, Title 12 of the National 
Banking Act states that any commercial 
banking institution “located and doing 
business in any place the population of 
which does not exceed 5,000 inhabitants, 

. May under such rules and regula- 
tions as may be prescribed by the 
Comptroller of the Currency, act as the 
agent for any fire, life or other insur- 
ance company authorized by the author- 
ities of the state in which the bank is 
located to do business in such state, by 
soliciting and selling insurance and col- 
lecting premiums on policies issued by 
such company.” 

Permission for a bank to act in such 
a capacity, however, may be granted 
only if the institution “does not assume 
or guarantee the payment of any pre- 
mium on insurance policies issued 
through its agency by its principal and 
provided also that the bank shell not 
guarantee the truth of any statement 
made by an assured in filing his appli- 
cation for insurance.” 

The Franklin Square National Bank 
of Long Island, New York, recently at- 
tracted much attention when it received 
authority from the Comptroller of the 
Currency to open a life insurance de- 
partment. The Franklin Square Bank, 


in conjunction with the National Life 
Insurance Company of Vermont, is ac. 
cepting applications and is extending 
advice to depositors. 

A special department has been set up, 
The bank will give advice to all in. 
quirers and will then refer the applica. 
tions to the insurance company. This 
innovation is a tribute to the initiative 
of progressive commercial bank man. 
agement. 

© 


THE aim of General Motors as we look 
forward into the year 1942 is to expand 
just as rapidly as possible the produc. 
tion of war materials, and thereby to 
contribute our part in what undoubtedly 
will be—in fact, already is—the great. 
est industrial effort expended by any 
nation at any time. ... 

The corporation’s normal operations 
in 1942 will, of course, be governed 
entirely by the needs of war production. 
Future production quotas—more par 
ticularly as applying to motor cars— 
have been reduced drastically. Further 
revision of schedules will have to depend 
upon the needs of war. That should 
be the only governing factor. This sit- 
uation is of course bound to result in 
dislocations while the shift from a 
defense economy to a full war economy 
is completed. 

Winning the war is our first and fore 
most objective. But we should not for- 
get what it is we are fighting for—that 
to win the war is not enough; we must 
also win the peace. To that end indus 
try must now plan for the future; it 
must maintain the strongest possible 
organizations, intensify research and 
develop its talents. Only thus can it 
meet the challenge for a _ broadening 
utilization of the nation’s expanded 
economic resources, with greater job 
opportunities and a higher real pur 
chasing power after victory has been 
achieved. Victory is the first objective, 
but the “end” objective is national 
security, the preservation of a repre 
sentative democracy, with free enter 
prise as an instrumentality of national 
progress. That is what we are fighting 
for.—Alfred P. Sloan, Jr., chairman, 
General Motors Corporation. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Enitep By KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine 


Suggestions to Young Cashiers 

The observation of every-day life 
clearly shows, that, in consequence of 
disastrous losses by bank failures, of 
sorrow and ruin to friends by the mis- 
conduct of bank officers, and of wounded 
feelings by reason of morose and ir- 
titable cashiers, many persons entertain 
strong dislike to banks, and to those 
who are connected with them. Such 
persons, forgetting that incapable, un- 
faithful, and disagreeable agents have 
been found in all corporations, and that 
bankruptcies and defalcations have oc- 
curred in every walk and pursuit, affect 
the sentiment of a celebrated English 


- . January, 1852 

essayist, and say, that “nothing truly 
good can be expected from men who 
are ever poring over cash-books and 
balancing accounts.” . . . 

Wrecked and ruined bank officers are 
around us on every hand. The world, 
seemingly more inexorable with our pro- 
fession than with others, deals out its 
direct maledictions upon those of us 
who err, and will hardly forgive the 
managers of a broken bank, or the offi- 
cer whose “cash is short,” even when 
there is no other guilt than credulity, too 
easy good nature, or incapacity—From 
a Prize Essay written by Lorenzo Sabine 
of Framingham, Mass. 


50 YEARS AGO 


The Bankers Magazine 


Education of Bankers 


Until the present time the natural re- 
sources of our country abounded on 
every side; and, therefore, with a little 
aptitude, and energy, and self-denial, it 

been easy for a large number of 
petsons to acquire, in a short period, 
great fortunes; but that time is passing 
away. QOur natural resources, while 
great, are not so easily transmuted into 
wealth as they were a few years ago; 
fortunes can no longer be made in a 


- - January, 1892 

day in railroads, banks, mines or lands. 
New conditions confront those engaged 
in business; competition is infinitely 
keener than at any former time. The 
one great advantage, perhaps, which 
men of the present day possess is the 
greater abundance of capital which is 
always ready for investment in every 
enterprise that promises a fair return. 
Except this condition, all the others are 
less favorable for the aquisition of large 
wealth, and therefore to succeed, a 
higher degree of ability, better train- 
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ing and more self-denial are needed than 
the successful merchants, bankers and 
other business men formerly practiced. 

If this be true, surely the need of a 
more systematic education in every 
kind of business is imperative, and 
bankers have not opened their eyes too 
soon to the need of it by those who are 
following, or intend to follow the bank- 


ing pursuit. The conditions of succey 
in the business are far more intricay 
than they ever were before; and a mor 
careful study of them is necessary j 
order to insure a successful prosceutiq, 
of it. The untrained man, therefore, js 
more likely to fail than the man wh 
is able to study and understand they 
things. 


25 YEARS AGO 


The Bankers Magazine 


Peace Talk 


Germany has made a direct plea for 
peace, which the Entente Allies one 
after another have promptly rejected. 
President Wilson has addressed a note 
to the belligerents on both sides asking 
them to outline what terms of peace they 
stand ready to accept. This note has 
provoked much anger in France and 
Great Britain, and seems to have stiff- 
ened the determination of the Entente 
powers to fight on until the objects they 
are contending for are attained. One 
expression in President Wilson’s note 
was open to interpretation that each 
side is fighting for the same end. The 
Allies bitterly resent this. 

The President’s note not only stirred 
things up on the other side, but came 
near causing a financial panic here. Sec- 
retary Lansing in an interview intimated 
that the note meant that we were our- 
selves on the verge of war—an an- 
nouncement which started a tremendous 
selling movement in the stock market; 
then the Secretary explained his first 
explanation, and there was a temporary 
sigh of relief. 

The context of the President’s note 
hardly justifies the interpretation given 
it by the Entente powers. He perhaps 
intended to convey the thought that ac- 
cording to the statements made by the 
statesmen of the antagonistic nations all 
were fighting for the same ends. But, 
on the other hand, so adroit a phrase- 
maker as President Wilson could hardly 
lack the ability to make his meaning 
clear and unmistakable. Possibly he 
intentionally put the statement in this 


- - January, 1917 
somewhat equivocal form for the ver 
purpose of eliciting the vehement pro 
tests which the Allied powers have mak 
since the note was written. 

Anger on the part of the Entent 
powers over the President’s note is m 
doubt aggravated by the course of the 
United States throughout the war. They 
believe we should have shown mor 
practical concern for the things they ar 
fighting for; that we did not, and eva 
failed to take any decisive action wha 
our own rights were invaded, make 
pious expressions in the numerous Pres 
dential notes rather galling. 

But peace will have to come some 
day. Its terms must be formulated soon 
or late. It seems plausible that the 
President should ask those who ar 
fighting to state the terms on which 
they are ready to end the war. 


Bank Advertising 


The assumption that a bank wil 
always have all the good application 
for loans that it can handle does nd 
universally hold true. Some banks it 
certain localities experience dull se 
sons dull seasons in lending, just # 
merchants do in selling goods. It is nd 
unusual to hear a good banker complain 
that he has too much money. But it 
the face of this slack demand for funds 
he is debarred by prevailing notions # 
to banking ethics from advertising 
make loans. 

Does this practice rest upon soumi 
principle or is it on a par with tk 
antiquated style of bank advertising thé 
existed twenty years ago? 
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Finaneial 
Situation 


INCE December 7, when Japan 

attacked the United States, followed 

by a declaration of war against 
Japan on December 8, and when a state 
of war was declared. on the United 
States by Germany and Italy, followed 
by a declaration of war against those 
countries on December 11 by the United 
States, the war situation throughout a 
large part of the world has taken the 
place of the financial situation. The 
conflict has now become world-wide, in- 
volving as inevitably it must huge out- 
lays in money and in human lives and 
untold destruction of wealth. Since the 
nations engaged in war against Ger- 
many, Italy and Japan greatly outnum- 
ber those countries in population, terri- 
tory and resources, it is considered cer- 
tain that the so-called “axis” powers will 
be defeated, though probably not until 
after a long and devastating conflict. 


~ 


ENGLAND’S WAR FINANCING 


SPEAKING in the House of Commons, 
October 1, the Chancellor of the Ex- 
chequer, Sir Kingsley Wood, gave the 
following information regarding the 
cost of war financing: 

“I think it is well today to review the 
sources from which we have financed 
our expenditure during the first two 
years of the war. Our total expenditure 
in that period was £7,018,000,000, of 
Which £5,668,000,000 was on war 
services. Of the total expenditure we 
met out of current revenue £2,785,- 


Abroad.. 


A Monthly Survey 


000,000, or 40 per cent. It is instruc- 
tive to note that in the first two years 
of the last war our total expenditure 
was less than 40 per cent of what it was 
in this war and that, even so, we then 
met less than a quarter of it out of 
revenue. I think this ought to be said, 
that the large sum that has been raised 
by taxation in this war is eloquent of 
the unprecedented efforts made by the 
taxpayer. In the early days of the war 
it was obviously necessary to allow time 
for adjustments required by the transi- 
tion from peace to war, but four war 
budgets, on top of the already exacting 
budgets of the pre-war rearmament 
period, have left the taxpayer in no 
doubt now of the sacrifices required, 
and I think it should be said that those 
sacrifices have been willingly made.” 


_ 


KEYNES DIRECTOR OF THE BANK 
OF ENGLAND 


JoHn Maynarp Keynes, the well-known 
economist, has been elected a director 
of the Bank of England, to fill the 
vacancy caused by the death of Lord 
Stamp. 


_—_— 


COMMONWEALTH BANK OF AUS. 
TRALIA 


To fill the vacancy in the governorship 
of this bank, caused by the death of the 
Governor of the Bank, Sir Harry Shee- 
han, C. B. E., the Commonwealth Gov- 
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ernment has appointed H. T. Armitage, 
C. M. G., Deputy Governor, to be Gov- 
ernor, and G. M. Shain, previously a 
Chief Inspector, to be Deputy Governor 
of the Commonwealth Bank. 

Mr. Armitage’s appointment brought 
to a fitting climax a fine banking career 
of forty-four years, says Bank Notes. 
Appointed to the Bank of New South 
Wales as far back as 1897, Mr. Armitage 
served that institution with such dis- 
tinctoin that the first Governor of the 
Commonwealth Bank, Sir (then Mr.) 
Denison Miller chose him to assist in 
the formation of the new bank in 1912. 
Since then, Mr. Armitage has held 
practically all the important adminis- 
trative positions in the Commonwealth 
Bank, including those of accountant, 
chief accountant, secretary, head office 
manager, inspector, chief inspector, and, 
from 1927, Deputy Governor. One of 
his warmest interests has been the needs 
of returned soldiers, for whom he has 
done much valuable work. 

Mr. Armitage’s experience of big 
loan flotations during the 1914-1918 
war has stood him in good stead for 
the difficult times coincident with his 
new appointment. 

After experience in other banks, Mr. 
Shain has occupied in the Common- 
wealth Bank of Australia successively 
the positions of assistant accountant, 
Melbourne, and accountant at Brisbane, 
Melbourne and Sydney, before being 
transferred to administrative as an in- 
specting officer. Mr. Shain was ap- 
pointed assistant manager at Melbourne 
in 1929, and in 1935 was sent abroad 


by the bank for two years to gain over- 


seas experience. On his return to Aus- 
tralia he was appointed manager at Mel- 
bourne, and in March, 1941, was trans- 
ferred to administrative as a chief in- 
spector of the bank, which position he 
occupied until his appointment as 
deputy governor for a period of three 
years from Ist July, 1941. 

Profits of the Commonwealth Bank of 
Australia and the Commonwealth Sav- 
ings Bank of Australia for the half-year 
ended June 30, 1941, were £1,075,155, 
compared with £1,208,221 for the half- 
year ended December 12, 1940. 


MEXICO 


For the first time since the turn of the 
century, Mexico experienced an exces 
of imports over exports, by the sub. 
stantial margin of about 120,000,000 
pesos during the first eight months of 
1941. Compared with a total of 438. 
938,742 pesos in the January-August 
period of 1940, imports into Mexico 
during the corresponding months of 
1941 were valued at 565,167,462 pesos, 
an increase of almost 29 per cent. Dur. 
ing the same eight-month period, Mexi- 
can exports, including gold and silver, 
dropped from 690,650,653 pesos in 
1940 to 445,534,635 in 1941, a decrease 
of more than 35 per cent. Important 
factors in this decline of exports were 
the discontinuance of petroleum ship. 
ments to Europe after May, 1940, and 
greatly reduced consignments of gold 
to the United States in 1941.—Foreign 
Commerce Weekly. 


oa 


UNION OF SOUTH AFRICA 


Tue Exchequer accounts for the first six 
months of the current financial year are 
published in the Government Gazette of 
10th October. Revenue receipts for the 
period total £32.6 million compared 
with £26 million for the first half of the 
previous year, an increase of some £6.6 
million. Larger revenue collections are 
recorded under each of the three main 
headings, customs and excise account: 
ing for £3.2 million of the increase, the 
post office for £0.5 million, and inland 
revenue for £2.9 million. 


~~ 


CHILE 


ToTAL imports in the first nine 
months of 1941 were 1,132,978 metric 
tons and 362,416,000 gold pesos, com- 
pared with 1,176,948 tons and 358, 
846,000 gold pesos during the same 
period of 1940. Both volume and value 
were substantially above those for the 
same months of 1939. Total exports 
from January 1 to September 30, 1941, 
were 2,780,367 metric tons and 569, 
014,000 gold pesos compared with 3, 
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140,999 tons and 557,714,000 gold pesos 
in the same period of 1940. The United 
States furnished 57 per cent of total 
Chilean imports and purchased 64 per 
cent of total Chilean exports during the 
frst nine months of the current year. 

In discussing the government’s bud- 

estimates for 1942, which show a 
deficit of 171,000,000 pesos, the Minis- 
ter of Finance emphasized in a state- 
ment to the budget committee of Con- 

that the accounts for 1940 showed 
a deficit of 120,000,000 pesos and that 
despite a recent improvement the deficit 
for the current year will reach about 
130,000,000 pesos, making a_ total 
cumulative deficit of 421,000,000 for 
three years. 

Since it will be difficult to tap new 
sources of revenue, the need for cur- 
tailing expenditures, to bring the budget 
into balance, is obvious. The Minister 
pointed out that unless this is done 
there is danger that the value of the cur- 
rency will be affected, creating a lack 
of confidence on the part of the public 
and a further increase in the cost of 
living. He stated that the government 
in preparing its budget estimates, had 
included all expenditures which it con- 


sidered necessary, and he made a special 


appeal that Congress refrain from 
authorizing additional appropriations 
during the course of the year—Foreign 
Commerce Weekly. 


~ 


THE ARGENTINE 


ARcENTINA had an export balance for 
the nine months ended September of 
200,224,286 pesos against an import 
balance for the same period last, year 
of 24,509,716 pesos. According to offi- 
cial figures the imports for the nine 
months had a real value of 894,598,369 
pesos against 1,202,811,456 pesos for 
the corresponding period last year, be- 
ing a decline of 308 million pesos, or 
25.6 per cent. Exports amounted to 
1,094,822,655 pesos against 1,178,301,- 
740 pesos for the first nine months last 
year, representing a decline of 83 mil- 
on pesos, or 7.1 per cent. 


! 


Impo hs from the United States rose 
from 25,282,188 pesos in August to 
27,006,899 pesos in September. It must 
be remembered, however, that in com- 
puting imports from individual coun- 
tries, the figures are given in tariff 
values, which are considerably lower 
than the real values in which total im- 
ports are computed. September exports 
to the United States amounted to 47,- 
890,314 pesos against 42,948,987 pesos 
in August and 13,504,764 pesos in Sep- 
tember last year. Tariff values of im- 
ports from the United Kingdom rose 
from 11 million pesos in August to 18 
millions in September, while exports to 
Great Britain were 37 million pesos in 
September compared with 32 millions 
in August and 25 million pesos in Sep- 
tember last vear. 

For September Argentina’s total 
imports, computed in real _ values, 
amounted to 153,518,520 pesos against 
124,714,672 pesos in August and 111,- 
837,596 pesos in: September last year. 
The month’s imports were the highest 
since April, 1940. Total exports for 
September were 123,427,000 pesos 
against 114,537,604 pesos in August and 
61,272,087 pesos in the same month last 
year. There was an adverse trade bal- 
ance in September of 30,091,520 pesos 
against an adverse balance of 10,177,- 
068 pesos in August, which followed an 
unbroken sequence of export balances 
from January to July this year. 

The reciprocal trade agreement be- 
tween the United States and Argentina 
is warmly acclaimed by all the imvor- 
tant newspapers and the public. It is 
pointed out in the press that the treaty 
removes many causes of former mis- 
understandings and opens the way for 
the expansion of Argentine-United States 
trade on the firm basis of relief from 
exorbitant tariff and many other former 


hindrances. 
® 


“More man hours of labor are re- 
quired to convert a ton of material into 
defense products than are required to 
convert a ton of material into standard 
consumer durable goods.”—Charles E. 
Wilson, President of General Motors. 
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Current Conditions in Canada 


HE end of another year finds the 

Canadian people still absorbingly 

preoccupied with the fortunes of the 
war, which as the result of a series of 
sudden and important developments 
during the present month, has become 
world wide in scope, reports the Bank 
of Montreal in its Business Summary 
for December 23. The summary con- 
tinues: 

“The open emergence of Japan as an 
actively belligerent partner of Germany 
and Italy affects the supply of impor- 
tant raw materials such as rubber and 
tin and the entry of the United States 
into the war may diminish other sup- 
plies of war materials which Canada has 
been getting from that source. Plans 
with the latter country, however, for 
close coéperation in economic fields 
have been worked out and seem to be 
operating successfully. Meanwhile a 
Supreme Allied War Authority appears 
to be in the making for formulating a 
master plan to cope with strategic prob- 
lems and as codperation in these and 
economic problems progresses the steps 
taken will doubtless gradually be 
widened, not only to bring about the 
most effective use of manpower and ma- 
terials, but also to allocate to each coun- 
try and to each district the war produc- 
tion to which it is best suited. The 
year upon which we are soon to enter 
is likely to see a considerable reorienta- 
tion in every field of Canada’s economic 
life. 

“Since the new price ceiling system 
came into operation in Canada on De- 
cember 1, the business community has 
been occupied with the complicated 
problems involved. The Wartime 
Prices and Trade Board have been im- 
parting to the administration of the 
scheme the flexibility essential to its 
success, and, while no fundamental de- 
partures from the principles of the plan 
have been permitted, sympathetic atten- 
tion is being given to the flood of sug- 


gestions which has poured in and reme 
dial measures are being applied, wher. 
ever possible. So far the system has 
been working with as much efficiency a 
could be expected in its initial stages, 
The advance in commodity prices has 
been checked and the trend has bee 
slightly downward. The wholesale com. 
modity index of the Dominion Burea 
of Statistics, which stood at 94 for the 
week ended November 14 fell to 939 
for the following week and remained a 
this figure for the week ended Novem. 
ber 28, then it dropped to 93.6 for the 
week ended December 5 and then to 
93.5 for the week ended December 12, 
being, at the latter level, 9.2 points 
above the figure for the parallel week 
of 1940. 

Drastic measures have been instituted 
for the curtailment of production, and 
consequently consumption, of goods not 
essential to the war effort. A ban has 
been placed upon the use of metal in 
the manufacture of a wide list of prod. 
ucts ranging from children’s toys to 
electrical equipment, furniture and col- 
fins. The production of radios during 
January has been restricted to half the 
monthly average for 1940 and a rigid 
limitation has been placed upon the out 
put of a large number of articles in 
which rubber is an important part. All 
stocks of pig-tin have been frozen pen¢- 
ing the issuance of an order which will 
curtail the use of tin in many products 
The measures, of which these are ex 
amples, will involve important changes 
in the plans of many manufacturers an 
distributors. For the conservation of 
oil there is to be introduced on April! 
a system of rationing of gasoline. ... 

“The Minister of Finance has at 
nounced that the fourth domestic wat 
loan will be floated in February with 
an objective of $500,000,000. All wat 
loans and the marketing of war sat 
ings certificates have been placed under 
a permanent War Finance Committee, 
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BANK OF MONTREAL 


Established 1817 
A presentation, in easily understandable form, of the Bank’s 
ANNUAL STATEMENT— 31st October, 1941 


RESOURCES 
Cash in its Vaults and Money on Deposit with Bank of Canada $ 92,755,884.45 
Notes of and Cheques on Other Banks . . : ee 38,972,993.05 
Payable in cash on presentation. 
Money on Deposit with Other Banks eka Se 4 54,960,697.77 
Available on demand or at short notice. 
Government and Other Bonds and Debentures... 498,740,536.76 
Not exceeding market value. The greater portion consists of 
Dominion Government and high-grade Provincial and Municipal 
securities which mature at early dates. 


BNR Wabtre Gn det ae yen SO ates ve a OA te Se ey 183,364.86 
Industrial and other stocks. Not exceeding market value. 

Call Loans. he ea ee ee Oe eee Pe ST 20,041,722.55 
In Canada .. “os « & « w= « @ Sarees 
ee ae ee ee ee 15,569,284.91 

Payable on demand and secured by bonds, stocks and other 
negotiable collateral of greater value than the loans. 


Bankers’ Acceptances. Br kek ets eae TSe oh ia 6,811.15 
Prime drafts accepted by ‘other banks. 
TOTAL OF QUICKLY AVAILABLE RESOURCES . .. ._ = $705,662,010.59 
(equal to 73% of all Liabilities to the Public) 
Loans to Provincial and Municipal Governments 
including School Districts . ........ 28,964,546.45 
Commercial and Other Loans . ........~. 275,698,972.17 
In Canada < & & “er gl oe" ie a) Aero 
Elsewhere .. ‘ 21,271,754.14 


To manufacturers, farmers, merchants and others, on conditions 
consistent with sound banking. 
Bank Premises . 13,900,000.00 
Two properties only are ‘cavvied in ‘the names of holding com- 
panies; the stock and bonds of these companies are entirely owned 
by the Bank and appear on its books at $1.00 in each case. 
All other of the Bank’s premises, the value of which largely 
exceeds $13,900,000.00, are included under this heading. 
Real Estate, and Mortgages on Real Estate Sold by the Bank 947,199.39 


Acquired in the course of the Bank’s business and in process of 
being realized upon. 


Customers’ Liability under Acceptances and Letters of Credit 18,772,428.22 
Represents liabilities of customers on account of Letters of Credit 
issued and Drafts accepted by the Bank for their account. 


Other Assets not included in the Foregoing . . .. . 2,606,322.43 
Making Total Resources of . . . . . . . . . = . $1,046,551,479.25 


LIABILITIES 
DUE TO THE PUBLIC 
Deposits ... a en a ee ee ee ee 
MaCameda. .. « «+ « « « « « QBOB TIO R75.58 
Elsewhere . . - « « S&0S77,013.00 


Payable on demand or + after notice. 


Notes of the Bank in Circulation . Pere ee eee 17,890,850.50 


Payable on demand. 

Acceptances and Letters of Credit Outstanding. . ws 18,772,428.22 
Financial responsibilities undertaken on behalf of customers 
(see off-setting amount in “Resources’’). 

Other Liabilities .. ie a 4,594,440.73 
Items which do not come ’ ender the foregoing headings. 

Total Liabilities to the Public . . . oS SMa 969,645,608.96 


To meet which the Bank has resources as 
indicated above amounting to - 1,046,551,479.25 


Leaving an excess of Resources over Liabilities, which vepresents 

the Shareholders’ interest over which Liabilities to the Public take 

precedence. 
Capital : . .  $36,000,000.00 
Reserve Fund, Profit & Loss Aceount 
and Reserves for Dividends . .. . 40,905,870.29 $76,905,870.29 

HEAD OFFICE: MONTREAL 
NEW YORK AGENCY: 64 Wall Street . A. J. L. Haskell, G. R. Ball, A. T. Corner, Agents 


CHICAGO OFFICE: 27 South La Salle Street . - J. H. Ottmann: Manager 
SAN FRANCISCO OFFICE: Bank of Montreal (San Wimaeae 333 California Street - G.T. Eaton, President 
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presided over by George W. Spinney, 
joint General Manager of this Bank. 
The three loans previously launched 
produced an aggregate sum in excess of 
$1,400,000,000 and cash proceeds from 
the sale of war savings certificates had 
amounted to $103,000,000 by November 
9. At the same time the federal reve- 
nue from taxation is moving into higher 
figures, customs, excise and income tax 
collections having risen, as compared 
with the previous year, from $469,609,- 
000 to $863,112,000 for the eight 
months April 1 to November 30. 

“Further increase in notice deposits 
was reported by the chartered banks in 
the statement to the Department of 
Finance as at the end of October, the 
aggregate of these deposits rising from 
$1,555,152,000 at the end of September 
to $1,591,700,000. Current loans were 
slightly higher at $1,146,857,000, as 
compared with the September figure of 
$1,143,203,000. Bank debits to indi- 
vidual accounts in November totalled 
$3,426,000,000, as compared with $3,- 
049,000,000 in November, 1940. 

“Following the announcement of the 
forthcoming new war loan there was a 
slight shading in the prices of the med- 
ium and long term maturities of Do- 
minion of Canada bonds, but short term 
issues have remained firm and are in 
good demand. There was some reces- 
sion in the prices of provincial and cor- 
poration issues following the outbreak 
of war with Japan, but quotations soon 
recovered and prices have continued 
steady. Securities markets generally 
have been quiet, as is usually the case 
as the year-end approaches. The For- 
eign Exchange Control Board rates for 
sterling and United States dollars have 
continued unchanged at 4.43—4.47 and 
10 per cent-11 per cent premium.” 


The Canadian Bank of Commerce 


In their Monthly Commercial Letter, 
for December, The Canadian Bank of 
Commerce, Toronto, states that “the 
level of industrial activity as a whole 
has continued to rise, partly to fill Gov- 
ernment war orders and partly to satisfy 
increased consumer demand, mainly for 


non-capital goods.” The Letter goes q 
to say: 

“Our index registered 165 at mid. 
November (1937=100) as compare 
with 162 in October and 134 in Novem, 
ber 1940. The percentage of factoy 
capacity utilized rose in the month fron 
114 to 117. 

“The output of foodstuffs, especially 
confectionery, cereals and meats, i, 
creased, but the clothing group recede 
as a whole owing to a sharp seasonal 
decline in women’s clothing whic 
more than offset moderate increases in 
men’s clothing and furnishings, knitted 
and piece goods and footwear. Les 
activity in the manufacture of paper 
bags and boxes and in pulp and new. 
print lowered the index for the pulp and 
paper group. There was no net chang 
in other forest products, although furni- 
ture factories were slightly busier. 

“The major factor causing a rise in 
the composite index was the speeding 
up in the automotive trades to a point 
approaching that of the past summer; 
most of this activity is of course due to 
Government orders. There was no née 
change in either the iron and steel o 
the non-ferrous metal groups, but there 
has been a trend towards stabilization 
of the heavy sections and an accelers. 
tion of the lighter trades, many of which 
are working on war orders. There ap. 
pears to be a definite recession in the 
output of household and other civilia 
goods in these groups, as is only to be 
expected in this period of war effort 
Industrial products such as leather and 
rubber accounted for a moderate ris 
in the miscellaneous group. 

“Our wage payroll index for October 
was 189 (1937=100) compared with 
174 for September (revised) and 14 
for October, 1940. The most important 
rise was in manufacturing payrolk 
which increased nearly 11 per cent, but 
other major industries also showed in- 
creases, with the exception of the retail 
section of trade.” 


Canadian Price Regulations 


The December Letter of The Royal 
Bank of Canada comments as follow 
on the Canadian price regulations: 
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THE ROYAL BANK 
OF CANADA 


Head Office, Montreal 


MORRIS W. WILSON 
President and Managing Director 
G. H. DUGGAN W. F. ANGUS A, E. DYMENT 
Vice-Presidents 
S. G. DOBSON 
General Manager 


SB 


Be 
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Condensed Annual Statement 
as on November 29, 1941 


ASSETS 


Cash on Hand, in Banks and in Bank of Canada $234,078,709 
Government, Provincial and Municipal Securi- 

ties not exceeding market value 392,565,356 
Other Bonds, Debentures and Stocks not ex- 

ceeding market value 31,449,227 
Call Loans 

Commercial Loans 

Bank Premises 

Liabilities of Customers under Letters of Credit 

and other Assets 


$1,075,119,762 
LIABILITIES Sei ats (hi i 

Capital, Reserve and Undivided Profits $ 58,956,272 

Notes of the Bank in Circulation 22,325,890 

Deposits 

Letters of Credit and Other Liabilities.. 37,733,404 


$1,075,119,762 


Over 600 Branches in Canada and Newfoundland 
66 Branches Abroad, including: 
LONDON, NEW YORK, HAVANA, BUENOS AIRES, RIO DE JANEIRO, 
SAO PAULO, MONTEVIDEO, LIMA, BOGOTA, CARACAS, BELIZE, NASSAU, 
also in PUERTO RICO, DOMINICAN REPUBLIC, HAITI, BARBADOS, 
DOMINICA, JAMAICA, ST. KITTS, TRINIDAD, MONTSERRAT, ANTIGUA, 
GRENADA, BRITISH GUIANA. 


NEW YORK AGENCY NORMAN G. HART 


68 William Street EDWARD C. HOLAHAN 
Agents 
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“The recent announcement of the 
limitation of further increases in prices 
and wage rates is conclusive proof of 
the determination of the Canadian Gov- 
ernment to combat inflation by every 
means in its power. Since the outbreak 
of the war, attention has continually 
been drawn to the dangers of inflation 
and official spokesmen have reiterated 
the intention of the government to 
carry war-time control to its logical 
conclusion. In the early stages of the 
conflict, production for civilian purposes 
was in most cases able to increase very 
substantially without any interference 
with the war effort, as, before the war, 
Canada had large reserves of un- 
employed or underemployed labor and 
plant capacity. Moreover, as war in- 
dustries were only in the process of 
establishment, their demands were not 
so heavy as to interfere seriously with 
ordinary production. In recent months, 
however, the situation has materially 
changed. Rapidly expanding war in- 
dustries and growing armed forces are 
increasing demands on raw material 
supplies, labor, power, plant and trans- 
port facilities. The shortages now de- 
veloping are in many cases so acute that 
more direct controls have hecome neces 
sary to safeguard the economic structure 
of the country: 

“The salient feature of the recently 
announced regulations is, of course, the 
government’s decision to halt the rising 
cost of all goods and services through 
the imposition of a general price ceil- 
ing. On and after December 1, 1941, 
domestic prices and rates will not be 
permitted to exceed the maximum 
charged during the four weeks from 
September 15th to October 11th. In 
certain cases minimum prices have also 
been fixed, but in general prices will be 
free to fall below the maximum. Al- 
though the price ceiling must be strictly 
enforced to be really effective, pro- 
vision has been made for the review of 
special cases involving undue hardship. 
Basic wage rates have been stabilized in 
relation to the general price level 
through the extension to all industry, 
with minor exceptions, of a cost of liv- 
ing bonus subject to periodic revision. 


While the principle of maximum price 
is also to be applied to agricultural 
products, certain concessions of fre 
transportation and supplementary pay: 
ments are being made in order to maip. 
tain farm income at an adequate level, 

“A good deal of emphasis has bee 
attached to the drastic and sweeping 
nature of these new measures. To quote 
the Prime Minister, this direct regula 
tion of prices and wages represents an 
experiment “probably hitherto untried 
by the will and consent of free peopl 
anfwhere.” In another sense, however, 
these admittedly drastic controls ar 
far from being the radical departure 
they seem. Rather they are the logical 
extension of the original line of 
economic action to which the govem. 
ment committed itself shortly after the 
outbreak of war. Now that the time has 
come to use these particular measure 
they are being applied without fear or 
favor. Not to have taken these or simi- 
lar steps at this juncture would have 
constituted an abandonment of the orig. 
inal course, admission that the most 
recent action, while no more drastic than 
circumstances warrant, was yet beyond 
the will of Canadians to endure.” 


Annual Meeting Bank of Montreal 


The industrial and economic revolt- 
tion that has occurred in Canada since 
the onset of the War has lifted busines 
to a level unparalleled in the histor 
of the country, Huntly R. Drummond, 
president of the Bank of Montreal, told 
shareholders of that institution at their 
annual meeting held in Montreal De 
cember 1. 

“Business has now reached a poitl 
where unemployment is practically nor- 
existent,” Mr. Drummond said, “and to 
continue to increase our war effort we 
must curtail in other spheres, be pre 
pared to accept material sacrifices am 
to subordinate individual interest to the 
common purpose. 

“In a war for our very existence, 
Mr. Drummond reminded shareholders, 
“profits must take second place in ou 
minds. Morally, profiteering has 10 
relation to size, nor does it apply & 
clusively to employers, in spite of the 
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contrary impression fostered for so 
many years in the minds of the popu- 
lation.” 

Commenting on the government’s ac- 
tion in imposing ceilings on both prices 
and wages, Mr. Drummond said that it 
was a venture without precedent in any 
free country. 

“Inevitably, price control must be 
followed by restrictions on the produc- 
tion and sale of goods not essential to 
our war effort,” he said, “in fact the 
government has already put into effect 
curtailmnet of instalment buying and 
restrictions on many commodities. 


“When the war is over and govern- 
ment purchasing disappears,” he added, 
“it is essential that government controls 
and regulation be removed with all pos- 
sible speed, accompanied by the fullest 
amelioration in taxation that is allow- 
able, for, if we are to continue in a 
system of free enterprise for which we 
are fighting, it is to private initiative 
that we must look for resumption of 
normal activities. Nothing can stifle 
individual effort more effectively than 
excessive regulation and high taxation 
and no one can undertake new ventures 
unless permitted to retain the profit 
which arises from successful effort.” 

Dealing with government finances, he 
said that during the present year, the 
government was committed to expendi- 
tures which may exceed the enormous 
figure, for a country the size of Canada, 
of $2,800,000,000, and the all-inclusive 
cost of the war alone this fiscal year 
would probably average about $200,- 
000,000 a month. 

“No one who is carrying his fair 
share of the load has any doubt as to 
what these figures mean, or regarding 
the courageous manner in which the 
} government is meeting the problem 
which they present,” he said. “Federal 
taxes this year, together with revenue 
from other sources, are calculated to 
produce over $1,400,000,000, which 
represents nearly three-fourths of the 
total anticipated expenditures under- 
taken by Canada on its own account. 
While total Federal taxes this year will 

more than two and one-half times 
as large as they were two years ago, 


the amount payable in the form of di- 
rect taxes by individuals and business 
concerns is five times as great. Heavy 
as these taxes are, they leave the large 
sum of about $1,250,000,000 to be 
financed by borrowing. This is the 
measure of the obligation to save which 
the Canadian people must assume for 
this year.” 

Mr. Drummond told shareholders that 
average assets of the bank in the past 
year had exceeded one billion dollars, 
standing at $1,031,000,000, the highest 
in the bank’s history, as against $973,- 
000,000 last year. The bank’s earnings 
were $3,437,000 compared with $3,435,- 
000 in the previous year. 

Jackson Dodds, joint general man- 
ager of the bank with G. W. Spinney, 
reviewing the principal features of the 
bank’s statement emphasized the rise of 
current loans and discounts in Canada 
which at $253,500,000 were $36,000,000 
higher than a year ago, and deposits 
by the public, which at $814,100,000 
were $64,000,000 higher. He said, how- 
ever, that the actual amount by which 
bank credit had increased had been 
proportionately less than the increase 
of activity which it had served, due 
partly to the large volume of idle money 
in. the hands of corporations and pri- 
vate individuals prior to the war, partly 
to the decline of the employment of 
money for non-essential and speculative 
purposes, and partly to repayment of 
loans by many pre-war borrowers. 
Canadian deposits in the bank have 
grown by $117,000,000 since August, 
1939, a rise of 17 per cent over the pre- 
war figure. Reflecting the more active 
use of money today, he said the pro- 
portion of deposits in Canada held in 
same period from about one-third to 
current accounts, as opposed to savings 
accounts, had increased during the 
one-half of the total. 


Annual Meeting Canadian Bank of 
Commerce 


A composite picture of Canada’s war 
program and that of other parts of the 
Empire and the United States was pre- 
sented by S. H. Logan, president of The 
Canadian Bank of Commerce, in ad- 
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dressing the annual meeting of share- 
holders of that institution held Decem- 
ber 9 at Toronto. Independent ob- 
servers, he said, had expressed aston- 
ishment at what Canada had accom- 
plished thus far, but more had to be 
done. “In the greater effort ahead,” 
he continued, “many problems will con- 
front us, but I am confident that we 
shall overcome them and a year hence 
will have reason for added pride in this 
country’s further contribution to the 
cause in which it joined a little over 
two years ago.” 

In common with other democracies 
Canada had, since the last war, con- 
centrated her attention upon peaceful 
pursuits, but once decisions had been 
reached as to how Canada could best 
serve the Allied cause and the armament 
program had been begun this was be- 
ing undertaken energetically. “I would 
emphasize the fact,”’ he said, “that this 
program is so well advanced that 
Canada is now a heavily armed coun- 
try. She has raised a total armed force 
of over 500,000 men—27,000 for the 
navy, 400,000 for the active overseas 
and home defence armies and over 90,- 
000 for the air arm—itself a notable 
achievement. This force has been well 
clothed and fed and is being carefully 
trained. It is being supplied by our 
own efforts with most of the modern 
war equipment.” 


Mr. Logan then enumerated the 
classes of armament and munitions now 
being produced in Canada, including 
five types of machine guns, twenty va- 
rieties of chemicals and _ explosives, 
thirteen kinds of aircraft, twenty types 
of shells, as well as bombs, mines and 
depth charges, and tanks and vehicles 
for many purposes. About 200,000 
units of this motorized equipment had 
already been made and nearly 4,000 
airplanes had been built or assembled 
since the outbreak of war. 


The defense program of the United 
States was then outlined by Mr. Logan, 
who said, “The American defense effort 
is assuming such vast proportions as to 
be difficult to grasp in its entirety. The 
total armament appropriations of the 
United States, including those under the 


Lease-Lend Acts, have reached th 
colossal sum of $66,000,000,000. 0} 
the world’s largest and most efficien 
industrial system over 50 per cent may 
yet be made available to aid in va. 
quishing the Axis powers. It is e 
pected that in 1942 war materials of, 
value of over $20,000,000,000 will be 
produced, including merchant  cargy 
vessels more than sufficient to replace 
the present Axis sinkings (about 2,500, 
000 tons are to be built in the firg 
half of next year alone), over 30,00 
airplanes, many thousands of tanks, 
motor vehicles, and heavy guns an 
enough meat, eggs and dairy product 
for Britain to provide food for about 
ten million of that country’s popula 
tion.” 

“The record of the United States,” he 
continued, “in material aid to th 
Allies is most impressive. Appropria 
tions under the Lease-Lend Acts of the 
past year aggregating about $13,000, 
000,000 are nearly double the totd 
credits advanced to the Allies in the 
entire war period of 1914-18. The 
stream of materials for shipment to the 
beneficiaries of the Acts is steadily ris 
ing, those of last month being valued 
at over $150,000,000 as compared with 
a total of $190,000,000 in all the pre 
ceding five months.” 


Deliveries were still being made by 
the United States of goods purchased 
and paid for by Great Britian prior to 
the passage of the Lease-Lend Acts to 
the amount of $3,500,000,000. Exports 
during the past year to Britain an 


Egypt amounted to $2,000,000,000, 
equal to two-thirds of all American ex 
ports. Large shipments of war sup 
plies had recently been made to Russia, 
while further aid was being given to 
the Empire by an increase of more than 
20 per cent in imports from British 
countries during the past year, thereby 
making available more dollar exchange. 
An increase in imports by the United 
States from Latin America to a totd 
of about $1,000,000,000 annually wa 
an important corrective to Axis efforts 
to dominate that area. 

After describing the economic as wel 
as political tyranny now being exercisel 
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by Germany over most of Continental 
Europe, Mr. Logan said, “If Europe is 
to be liberated from this slavery and 
the rest of the world preserve its free- 
dom, the Allied forces must be further 
strengthened and codrdinated and their 
armament production accelerated. These 
are the steps essential to end the Axis 
tyranny, but to take them will require 
the utmost effort on the part of all in- 
dividuals as well as Governments.” 

Canada through her singularly for- 
tunate position, he said, had an added 
responsibility to ensure a successful out- 
come of this conflict. We had at our 
command not only a highly productive 
industrial plant but a qualified body of 
industrialists and technical experts. 
Even greater activity was in prospect 
and more of Canada’s industrial pro- 
ductivity would have to be devoted to 
the cause of the war. There would 
necessarily, therefore, be a smaller sup- 
ply of civilian goods and the process 
of conversion must of necessity inflict 
some hardships. “The time of real war 
sacrifices,” he concluded, “is here and 
we should make these willingly, in the 
knowledge that they and all the cour- 
age and mental and economic powers 
we possess are necessary to bring 
Canada’s war machine into complete 
and effective action so that she may 
worthily bear her part in the greatest 
struggle for freedom that the world has 
ever known.” 

After presenting the Bank’s annual 
financial statement to the shareholders, 
A. E. Arscott, the general manager, re- 
viewed the economic changes that had 
taken place in Canada since the out- 
break of war. New production records 
had been established in manufacturing, 
mining and some sections of forestry, 
construction had revived to the level of 
1930, farm purchasing power had 
reached a ten-year peak, and employ- 
ment was at a record level, with an 
increase in wage payments over the 
previous year of nearly one-third, or 
more than $500,000,000. He went on 
to say, “An increase of 30 per cent in 
industrial production in the past year 
and of 60 per cent since August, 1939, 
has effected a structural change without 


parallel in Canada’s economic system. 
The rise in industrial output in a little 
over two years actually exceeded that 
estimated to have taken place in the 
entire war period of 1914-18, when 
Canada utilized practically all her avail- 
able man and machine power for mili- 
tary and armament purposes. Indeed, 
our industrial development since August, 
1939, has been greater than that re- 
corded in the preceding ten years, sev- 
eral of which were themselves notable 
for industrial growth.” 

Exports, he continued, had risen by 
31 per cent in value and 25 per cent 
in volume during the twelve months 
ending October as compared with the 
previous twelvemonth, and at least 50 
per cent of the volume of Canada’s ex- 
port trade during the past two years 
had arisen from the war, fully half as 
much again as in the last two years 
of the previous conflict. Retail sales 
had expanded in volume nearly as 
much as from 1930 to 1939. The com- 
bination of all these forms of activity 
had reflected a record purchasing power 
which could not continue to grow with- 
out the development of disastrous in- 
flation. To counteract this the Govern- 
ment had recently invoked price and 
wage control mesaures. “While there 
may be differences of opinion,” said 
Mr. Arscott, “as to the best method of 
effectively dealing with the problem, 
nevertheless it is apparent that, no mat- 
ter how accomplished, public spending 
for consumer goods must be reduced if 
the Dominion Government is to con- 
tinue a sound program of war finance.” 

There had been a generous and wide- 
spread subscription to the Dominion 
War Loans, notably the Victory Loan 
in June. The rate of taxation had 
trebled, he continued, since the last pre- 
war, and the Government’s expenditures 
were likely to be above rather than be- 
low estimates as high as $2,800,000,000 
for the current fiscal year. It was still, 
however, within the ability of Canadians 
to meet these requirements, partly 
through taxation and partly by saving 
and investment in Victory Loans and 
War Savings Certificates. 
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BOOKS for 
BANKERS 


Brief Reviews 


BANKING OPERATIONS IN OHIO, 1920- 
1940. By James M. Whitsett. Colum- 
bus, Ohio: Bureau of Business Re- 
search, Ohio State University. 1941. 
Pp. 217. $2.50. 


Tuis new book presents a factual, over- 
all picture of a typical state banking 
system in action over the past twenty 
years—a period which has been one of 
the most significant in the country’s 
financial history. For the first time all 
of the important data on Ohio state and 
national banks are brought together and 
given exhaustive and impartial analysis 
in a single, readable volume. 

The comprehensive treatment em- 
ployed gives a unified and broad per- 
spective of the actual problems and 
trends in bank operations as viewed in 
the aggregate. The implications of these 
trends for profitable bank operation are 
emphasized. In addition, data are pre- 
sented for kinds and classes of banks. 
These detailed data have immediate 
practical importance as “bench marks” 
or management guides for individual 
bank operation. 

While the scope of the volume is ex- 
tensive and large amounts of detailed 
data are analyzed and presented, the 
textual treatment and the presentation 
of the factual material are concise, 
graphic, authoritative. 

Here, in remarkable clarity, and with 
complete factual documentation, is the 
record of banking trends over the past 
twenty years as witnessed in a typical 
state, plus specific operating data which 
are of immediate practical value in 
guiding bank management. 


64 


The contents may be summarized 
follows: 

1. Complete analysis and presentation 
of all existing data pertinent to banking 
operations in Ohio . . . including hith 
erto unpublished figures from the State 
Department of Banks. 

2. A unified picture of all bank op 
erations and changes in the bankiy 
structure over a twenty-year period ina 
state in which industry, commerce and 
agriculture are contained in crow 
section. 

3. Detailed analysis of trends in 
banking practice by type of bank ... 
including analysis of trends in asset 
and liabilities, liquidity, investing 
policy, etc. 

4. Detailed data on operating e 
penses, earnings, operating ratios, etc, 
over a twenty-year period, by size 0 
bank. 

5. Careful, concise exposition, writ 
ten from a practical viewpoint and res 
ing on actual figures. 

6. Numerous charts which give 
graphic visualization of trends ani 
changes. 


THE SovieT ExPERIMENT. By Harry 
Best. New York: Richard R. Smith. 
1941. Pp. 120. $1.25. 

“DeEsPITE all that has been written re 

garding Soviet Russia,” says the author 

in his preface, “there is believed to k 

need for a relatively brief account thal 

will enable alike the man in the stred 
and the college student to obtain a wide 
and clearer understanding of what hs 
happened there. The present work has 
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A VALUABLE AID... 


BANK BOND INVESTMENT 


AND 


SECONDARY RESERVE 
MANAGEMENT 
By PAUL M. ATKINS 


Expert in Security Valuations 
Before the Courts and Board of Tax Appeals 
Special Liquidator of Securities for the 
Comptroller of the Currency, 1932-1937. 


Subjects discussed 
in this book 


The Non-Local Earning Assets 
of a Bank—a Management 
Problem 

The Analysis of the Balance 
Sheet Position of a Bank 

The Analysis of the Income 
Position of a Bank 

The Analysis of the Past His- 
tory of a Bank 

The Evaluation of Securities 
—a General Discussion 

The Evaluation of U. S. Gov- 
ernment Securities 

The Evaluation of State and 
Local Government Securi- 
ties 

The Evaluation of Railroad 
Securities 

The Evaluation of Public 
Utility Securities 

The Evaluation of Industrial 
Securities 

Economic, Business and Poli- 
tical Factors 

Sources of Economic, Finan- 
cial and Political Informa- 
tion 

The Primary Reserves of a 
Bank 

Secondary Reserve Policies 
and Programs 

Investment Account Policies 
and Programs 

The Purchase and Sale of 
Securities 


[igo one compact volume contains the 
most complete and thorough discus- 
sion yet to appear of that difficult and 
perplexing phase of banking administra- 
tion—the management of the bond port- 
folio of a bank. 

An increasing amount of attention and 
discussion have beén given in recent 
months to the bond portfolios of banks 
and to the analysis of securities by bank- 
ers, but practically nothing has been said 
or written on the question of how to deter- 
mine what bonds the individual bank 
needs to meet its own particular require- 
ments. Here, at last, is an answer to 
many of the questions in this field which 
have been plaguing bankers for years. 


You Must “Know Your Bank” 


That it is necessary for a bank to have 
sound policies and programs if it is to 
manage its secondary reserve and its in- 
vestment account successfully, is the 
central idea around which this book is 


written. Coupled directly and imme- 
diately with this basic concept is the thesis 
that, in order to accomplish this end, the 
first step for every banker to take is to 
study and analyze his own bank for the 
purpose of policy formations and admin- 
istration in this field. As Mr. Robert M. 
Hanes, former President of the American 
Bankers Association, says, you must 
**know your bank.” 


Price $5.00 


BANKERS PUBLISHING COMPANY 


465 Main Street 


Cambridge, Mass. 
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been prepared, not so much with the 
intent of presenting something new re- 
garding the movements in that land, but 
rather as a study of the social philoso- 
phy underlying what has taken place. 
It is based upon three sources: (1) 
rather extensive reading upon the sub- 
ject; (2) conversations with persons 
holding different points of view who 
have beem to Russia; and (3) personal 
observations made when the writer had 
the privilege of visiting Russia at one 
time ‘on his own,’ without membership 
in official parties and without official 
guidance (except when especially re- 
quested ) .” 

The scope of the book may be learned 
from the following list of chapter head- 
ings: Extent and Resources of Soviet 
Russia; Economic Antecedents of the 
Soviet Revolution; the Breakdown of 
the Czaristic Regime; Forces Loosened 
in the World War; Assumption of 
Power by the Soviet; Soviet Accom- 
plishments and Soviet Operations; Im- 
pact of the Soviet State upon the Farm; 
Production in the Soviet State; Educa- 
tion in the Soviet State; General Cul- 
ture and Material Well-Being; Moral 
and Religious Attitudes; Slightly 
Changed Outlooks in the Soviet State; 
Democracy in the Soviet State; the 
Soviet State as a Guarantor of World 
Peace; a Final Review. 


Tuts AGE OF FABLE. 


By Gustav Stol- 
per. New York: Reynal & Hitchcock. 


1941. Pp. 369. $3. 


“On August 1, 1914,” says the author, 
“the world that seemed to be built for 
eternity went to pieces. On that day this 
age of fable began. 

“We have difficulty remembering 
how it was to live in a world where 
everything was safe, certain and secure; 
how it was to live in a world where 
institutions, systems, customs, political 
frontiers and economic forces were so 
much taken for granted that few people 
troubled to give critical thought to 
them; how it was to live in a world 
where progress was a matter of course, 
moral standards were not seriously 
questioned and economic rules were 
general and immutable.” 


With this preface, the author plunge 
into a vivid, provocative, and extraordj. 
narily readable survey of the work 
which has “gone to pieces”—its stand. 
ards, its beliefs, and its assumptions, 

In one exciting chapter after another, 
he covers such problems as the natur 
of inflation, the meaning of gold, th 
significance of “planning,” the eternal 
puzzle of “poverty in the midst of 
plenty.” Turning to the political 
sphere he riddles the fallacies implicit 
in the conception of “have” and “have. 
not” nations, considers the present status 
of Britain, Germany and Russia, and 
closes with an eloquent and stimulating 
defense of liberal capitalism under 4 
democratic regime. 2 

Says the author in conclusion: “The 
age of fable has been the age of ‘de 
bunking.’ The ‘debunkers’ introduced 
the fables. We have fallen victim to 
easy formulas because with the growing 
complexity of life we have lost faith 
in our ability to master it. But com. 
pared with the complexities of the 
future those of the world between the 
two wars will appear simple nad prini- 
tive. We are setting the sails for a 
uncharted sea. Let no one tell you that 
we know where the voyage leads. Colum 
bus went out to reach India and dis 
covered America. That the sea is u- 
charted enhances the risk, but also the 
lure of the voyage. The outlook is 
dazzling, but we are dazzled by a rising 
sun: the sun of a new age of liberated 
mankind. We shall master this age 
only with the compass of a ‘new faith, 
rooted in firm undisputed moral stand: 
ards, standards offered not by the fable, 
but gloriously emerging from the mos 
cruel ordeal through which mankind 
has ever had to pass.” 


PROCEEDINGS OF THE 26TH ANNUAL 
CONVENTION OF THE FINANCIAL AD 
VERTISERS ASSOCIATION. 1941. Chi- 
cago, Ill. Financial Advertisers As 
sociation, 231 S. La Salle Street. Pp. 
304. 


FINANCIAL advertisers will find in this 
volume a great deal of useful and ir 
teresting material. For those who wert 
unable to attend this year’s convention 
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it should prove an indispensable tool. 

Among the outstanding convention 
addresses contained in this volume will 
be found the following: “Public Rela- 
tions of the IBA” by Emmett F. Con- 
nely, president of the Investment 
Bankers Association; “The Financial 
Advertiser’s Obligation and Oppor- 
tunity” by E. A. Pierce, Merrill Lynch, 
Pierce, Fenner & Beane; “Keeping 
Public Relations: in Step with Changing 
Conditions” by Joseph M. Dodge; 
“Consumer Credit in a Defense Econ- 
omy” by W. Harvey Kyle, manager 
personal loan and finance departments, 
Cleveland Trust Company; “Methods of 
Instruction” by T. Harris Smith, 
T. Harris Smith and Associates; “The 
Value of New Ideas in Advertising—It 
Pays to Think” by Homer McKee, vice- 
president, Blackett - Sample - Hummert, 
Inc.; “Fundamentals of Advertising” by 
C. Delano Ames, advertising manager, 
Maryland Trust Company, Baltimore; 
“Advertising Policy” by Guy W. Cooke, 
assistant cashier, First National Bank, 
Chicago; “The Advertising Budget” by 
I. I. Sperling, assistant vice-president, 
Cleveland Trust Company; “The Adver- 
tising Budget” by C. R. Sutherland, 
publicity director, Third National Bank 
and Trust Company, Dayton, Ohio; 
“Media” by Merrill Anderson, presi- 
dent, Merrill Anderson Company; 
“Selection of Advertising Media” by 
George Wilshire, advertising manager, 
The First National Bank and Trust Com- 
pany of New Haven, Conn.; “Develop- 
ment of Trust Business” by John M. 
Zuber, vice-president and trust officer, 
Ohio Citizens Trust Company, Toledo, 
Ohio; “Bank Officers Part in Trust Pro- 
motion” by Gilbert T. Stephenson, di- 
tector trust research, A. B. A.; Rela- 
tive Advantages of Pension Fund Ac- 
cumulations Under Private Plans Over 
Insured Group Annuity Contracts” by 
0. P. Decker, vice-president, American 
National Bank and Trust Company, 
Chicago; and a discussion of the same 
subject by Conrad A. Orloff, Marsh & 
McLennan, Chicago; “Shoot the Works” 
by Gene Flack, public relations counsel 
of the Loose-Wiles Biscuit Company; 
“The World Today and the Public 








Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 


catalog. 
Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
630 Fifth Ave. 

International Bldg., Rockefeller Center 
BrookLyN 66 Court Street 
BALTIMORE Baltimore Life Building 
Boston 140 Newbury St. 
Rand Building 

.30 North Michigan Avenue 
Leader Building 

.David Whitney Building 
790 Broad St. 

. .266 S. 15th Street 
PITTSBURGH .... Grant Building 
San Francisco 209 Post Street 
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Mind” by Dr. Henry Miller Busch, 
Western Reserve University; “Banking 
and Public Opinion” by Guy Emerson, 
vice-president, Bankers Trust Company, 
New York. 

This volume also contains a list of 
the membership of the Financial Ad- 
vertisers Associaiton. 


LancuaGE IN Action. A GuIpE To Ac- 
CURATE THINKING. By S. I. Haya- 
kawa. New York: Harcourt, Brace. 


1941. Pp. 245. $2. 


How to tell the truth when you see it 
or hear it—and how to tell a lie when 
you read it or hear it—is of vital im- 
portance in this day of propaganda and 
censorship. If you want to speak ac- 
curately, read intelligently, and under- 
stand the world of words in which you 
live, you will find this an indispensable 
book. 

When you read a book, listen to a 
political debate, discuss a business mat- 
ter, or carry on a social conversation, 
are you sure that you are getting an: 
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accurate idea of what the other person 
means? You may think you are, or 
that it is simply a matter of knowing 
the dictionary “meaning” of a word, 
but, if you remember the last argument 
you listened to, you will know that 
words are frequently a barrier to com- 
munication as they are an aid. 

The twentieth century’s newest 
science, semantics, is devoted to the 
meaning of words; not merely to the 
explaining of words with more words, 
but to observing how human beings re- 
act, sometimes sanely, sometimes un- 
sanely, both to the words they hear and 
to the words they use themselves. 

“Language in Action” now brings this 
science to the ordinary reader—it is a 
layman’s guidebook through the world 
of words. Simply and clearly written, 
it points out with apt and humorous 
illustration the tricks that we play on 
ourselves with words, and explains the 
discipline that can make language not 
a barrier to, but an instrument for, un- 
derstanding and coéperation. 


_ 


BOOKLETS 


How to Buy Lire Insurance. 
well S. Stewart. 


By Max- 
New York: Public Af- 
fairs Committee, 30 Rockefeller Plaza. 
1941. Pp. 32. 10c. 
Tuis booklet contains nine simple sugges- 
tions for persons requiring the protection 
of life insurance. It is based on the re- 
ports of the staff of the Securities and Ex- 
change Commission and the briefs filed by 


the insurance companies for the Temporary 
National Economic Committee, and reports 
of the Insurance Department of the State 
of New York. 

The suggestions for prospective buyers 
are as follows: 

1. Buy your insurance; don’t wait to have 
it sold to you. Shop around. Get the 
fullest information about any policies you 
are considering and buy what suits you 
needs. 

2. Use insurance to protect your depend- 
ents in the event of your premature death, 
Use systematic savings to prepare for your 
future retirement. But be sure you know 
what you are doing before you combine 
these elements in a single insurance con. 
tract. 

3. Place your insurance primarily on the 
family breadwinner. 

4, Remember that you get more for you 
money in ordinary insurance than in in- 
dustrial insurance. 

5. Make sure you investigate savings bank 
life insurance if you have it in your state. 

6. If the company you work for offers 
group insurance, take all that the plan 
allows you. 

7. In arranging your insurance program 
do not overlook benefits payable under the 
old-age and survivorship provisions of the 
Social Security Act. 

8. If you have taken a loan on a policy, 
or need a new loan, investigate the pos 
sibility of refinancing or borrowing through 
a bank. 

9. Don’t buy more insurance than you car 
pay for, and after you have purchased it 
keep it in force so long as your needs for 
it exist. Don’t buy a policy, pay a fen 
premiums on it, allow it to lapse, and then 
at some later time buy another policy, o 
you will be wasting your money. 


Fifth 1939 Edition 


OF THE 


Banking Law Journal Digest 
Digest of 12,000 Banking Decisions 
Price $6.50 


BANKING LAW JOURNAL, 465 Main St., Cambridge, Mass. 
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“Statement of Purpose” Form 


It is necessary for lenders subject to provisions of Regulation W, 
to secure a signed “purpose” statement from borrowers, as follows: 


The following is a true statement of facts made for the purpose 
of enabling you to determine whether my application for a loan 

complies with the requirements of 
Regulation W issued by the Board of Governors of the Federal 
Reserve System. ; 


1. The proceeds of the loan, if granted, will be used as follows: 
a. To retire installment contract obligations: 


Date Monthly Balance 
Incurred Owedto Payment 


b. To buy listed articles as follows: 
Trade-in Cash Down 
Kind of Article Allowance Payment 


No part of the proceeds of the loan will be used to make a 


down payment on the purchase of any listed article. 


The cash down payment on any listed articles being pur- 
chased with the proceeds of the loan has not and will not 


result from any extension of credit. 


Any listed articles securing the loan 
(have or have not) 


purchased within 45 days prior to the date of the loan. 


(Signature of Borrower) 
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The Outlook for Mortgages and 
Real Estate 


By Marcus NADLER 
Professor of Finance, New York University 


HERE are still people in the United 

States, particularly among the older 

savings bankers who believe that 
real estate and mortgages are the finest 
type of investment. Because this has 
always been so, they consider the pres- 
ent situation merely a temporary phase. 
In order to prove their point they indi- 
cate that from the time this republic 
was established until 1927, real estate 
and mortgages were the finest type of 
investment available in the country, and 
for very good reasons. The population 
of the country was rapidly growing, the 
birth rate was greater than it is today. 
There was a large influx of people from 
abroad who wanted new homes. There 
was a constant movement from the rural 
districts to the city so that the value 
of city property constantly increased. 
There was a constant demand for real 
estate as investment on the part of the 
people, savings banks, fiduciaries, trus- 
tees, etc., who bought mortgage bonds 
and mortgages very freely. What was 
the result of this constant appreciation 
of land in the cities? the result was 
that in our country, amortization in real 
estate was something unknown. The 
mortgagee always worked on the as- 
sumption that when the mortgage was 
due, the land value would be higher 
than the mortgage and in 95 per cent 
out of 100 per cent this was actually 
proved to be the case. 


Change in 1927 


This constant improvement in values 
of land came to an end in 1927. Sud- 
denly it became evident that the popu- 
lation was not growing so rapidly, while 
emigration had stopped several years 

fore. Concentration in the cities was 
no longer necessary merely because of 


good transportation. A truck could 
back up to a factory and deliver mer- 
chandise all over. An electric wire 
could be drawn to any part of the coun- 
try, bringing power to factories, thus 
making decentralization possible. That 
was the time real estate values began 
to decline, but that was not all. 

In addition to this a large number 
of investors in so-called guaranteed 
mortgage certificates found out that 
promises which were made to them 
were broken and a great deal of money 
was lost. Up to that time mortgages 
had had the standing of gilt-edged se- 
curities. But the defaults undermined 
confidence in them. Another contribut- 
ing cause had to do with the cities them- 
selves. Municipal expenditures  in- 
creased, and with that increase came in- 
creased assessments on real estate, so 
that today, in many parts of the coun- 
try the assessed values are very much 


‘‘The immediate outlook for 
the next eighteen months, or two 
years, for real estate and real 
estate values is better than any 
time since 1927. I believe that 
it would be highly advisable to 
utilize this period to liquidate 
as much as possible of actual 
real estate and to increase the 
equity of mortgagors, and if this 
is done I am positive the savings 
banks in the future will play the 
same role as they have in the 
past,’’ says Dr. Nadler in this 
article which is part of an ad- 
dress before one of the groups 
of the Savings Banks Association 
of the State of New York. 
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higher than the appraised values of the 
actual piece of property. 

Then came another development 
bearing on real estate values as well as 
mortgages. Up to 1933 we lived by 
the philosophy that housing was the 
province of private enterprise—that pri- 
vate enterprise and prviate capital had 
built up this country. In 1933 this 
philosophy was changed and a new 
philosophy was adopted—a philosophy 
already old in Europe—that a govern- 
ment looks upon real estate as a utility; 
and, just as governments hold them- 
selves responsible for good water in a 
city, so is it their responsibility to fur- 
nish the people with adequate housing. 
I am not saying that it is good—I am 
not saying it is bad. That is beside 
the point for the purpose of the present 
moment. The fact of the matter today 
is that the governments consider them- 
selves responsible for housing the peo- 
ple—particularly the so-called under- 
privileged. 

What was the result? 
slum clearance on a large scale. 


There came 
The 


moment slum clearance was adopted by 
the government, the government was in 


a position to offer housing facilities at 
a much lower rate than private enter- 
prise could offer, and slum clearance 
projects, sound as they are or are not, 
which is beside the point, led to the 
destruction of values of existing older 
properties. Then came the FHA erec- 
tion of a large number of homes all 
over the country on a mortgage up to 
90 per cent or 80 per cent. All of these 
new homes had the latest improvements, 
with the result that older properties 
were adversely affected. All these 
factors combined had their influence on 
real estate values and on mortgages. 

I believe it is advisable to analyze in 
an unbiased way what the trend was 
in New York City and what the trend 
in the future will be. In the past, New 
York City grew rapidly. It became a 
great industrial center. The textile or 
the “needle” industry was located to a 
large extent in New York. The print- 
ing industry was a very important in- 
dustry in this city. New York was the 
great shipping center and the financial 


center of the country. In addition, Ney 
York was a gateway of entry for mil. 
lions of people; many of them remained 
in the city. Hence, one wave of emi- 
grants came after the other. When the 
early Irish came during the Irish 
famine, they took the places held for. 
merly by native New Yorkers and the 
German emgiration in 1848 took the 
place of the Irish. Later on in the 80 
the Jews took the place of the Germans 
and in 1900 the Italians took the place 
of the Jews. Later on we had some 
from the West Indies—and today that 
stream has come to an end and when 
one group moves upward there is no. 
body to take its place. 

New York City has lost its impor 
tance as a great industrial center. Labor 
policies, the high cost of wages, the high 
cost of production have driven many 
manufacturers out of New York within 
a radius of 300 miles or more. The 
great printing industry has disappeared, 
moving to Tennessee and elsewhere, and 
is no longer in New York. What is 
the future of New York as a great port 
of entry, as a great foreign trade port? 
I believe implicitly that foreign trade 
is sound because it is based on the di: 
vision of labor and I also believe, and 
I am sad to admit it, that the importance 
of Europe as the great hub of the world 
is gone. A continent cannot afford two 
major wars within a quarter of a cen 
tury and still maintain a high standard 
of living. The center of civilization ha 
shifted from Europe to the Westem 
Hemisphere and, if I am not mistaken, 
the great trade routes of the world wil 
be between the Western Hemisphere, the 
United States and the Far East, and: 
great volume of foreign trade will not 
be carried into New York but to th 
West Coast and Gulf Coast. New York 
will not be, in my humble opinion, that 
great shipping center that it was. 


The Future of Finance 


New York was the great financial cer 
ter of the country. New York was th 
home of many a great corporation. Nov 
I am not as pessimistic about the 
future of finance as some. On the cor 
trary I am an optimist. One thing! 
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know, the stock market will never be 
what it was, because when it was what 
it was, it was not sound, and what is 
not sound cannot survive. A large 
number of corporations are moving 
their main offices elsewhere. This is 
bound to have its effect on New York 
City as such. In addition, right now 
other factors are in the making, factors 
which are bound to influence real estate 
values as well as mortgages. 

The National Defense Program is 
leading to a decentralization of indus- 
try—not merely the establishment of 
new war plants. I read in the papers 
that plans are being made for the con- 
struction of new steel plants on the 
West Coast to produce about ten mil- 
lion tons of steel a year. I read in 
the papers that a great chemical indus- 
try is being developed in Washington, 
Oregon and Utah, because of cheap 
power and the other sources available; 
and I believe that, as a result of the 
tremendous emergency which exists, we 
shall see a further decentralization of 
industry. In addition we find, and this 
may only be a temporary situation, that 
some sections of the country are favor- 
ably affected by National Defense. They 
attract a large number of people. New 
homes have to be erected for these peo- 
ple. As they leave the places where 
they used to live, there is temporarily 
a decline in population. 

The National Defense Program, how- 
ever, has made slum clearance of sec- 
ondary importance at the moment. I 
believe the immediate outlook for real 
estate and credit risks on real estate is 
better than it has been for a long time 
and savings banks must take advantage 
of it. At present and for the duration 
of the emergency the construction of 
homes in non-defense centers will un- 
doubtedly decrease; first, because of the 
shortage of raw materials; second, be- 
cause of the increase in the cost of 
construction, labor and raw materials. 
Hence, I believe that from now on, the 
erection of apartments, of single dwell- 
ing houses and others in non-defense 
centers will decrease and _ decline 
tapidly. At the same time the demand 
for housing will increase. Wages are 


“FHA mortgages on the 
whole are sound mortgages, if 
the servicing corporation is al- 
ways on the job. The experience 
so far with FHA mortgages has 
been good. There is altogether 
too much prejudice against 
FHA—one, because it is new; 
two, because of the sponsorship; 
three, because they say that 
some day the United States Gov- 
ernment will find one way or an- 
other to pull out. This I do not 
believe. I do not believe that 
any American Government will 
go back on its word.’’ 


higher than ever before in the history 
of the nation. The national income is 
very great and, if you read the vital 
statistics figures, they indicate more 
marriages are taking place and more 
children are being born. 


Potential Demand for Homes 


All this constitutes a potential de- 
mand for homes, for apartments and 
single dwelling houses. In addition, we 
must bear in mind that prices in the 
United States have risen. There is the 
fear of inflation. The fear is based on 
past experience that every major war, 
without exception, brings a sharp in- 
crease in commodity prices. Hence 
there are many today who are looking 
toward real estate as a hedge against 
inflation. I believe, therefore, that now 
and during the emergency not only 
will there be a tendency for real estate 
values to increase but that there will 
be an increased demand for houses. 
So much for generalities. 

Now let us see what kind of con- 
clusions one can draw from all of this; 
by conclusions I mean what suggestion 
can a man who knows nothing about 
real estate offer to people who know 
everything about real estate. What I 
am going to say, I say in all humility, 
because I am fully aware of the old say- 
ing “Those who know, do—those who 
don’t know, teach.” In classifying real 
estate let us take first the old apart- 
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ments, old tenement law houses. It 
makes very little difference whether 
you own or whether you have a mort- 
gage on one. The immediate outlook 
for old tenement apartments is good. 
The demand for them will be there. 
Their values will increase. If you own 
the apartments, sell them as quickly as 
you can because, once the emergency is 
over, you may be sure that slum clear- 
ance projects and housing will be the 
basis of the efforts of the administra- 
tion to curb the forces of deflation. 
Once the Government begins on a large 
scale of slum clearance, then the old 
tenement apartments will be worth less 
than they are today. Hence, institutions 
owning old tenement houses should sell 
them. If you have mortgages, endeavor 
to increase amortization upon them. 
That type of property is doomed. I can 
see the injustice. I can see very well 
the fact that if the Government puts up 
projects at low rentals many properties 
will be affected. But what is the use 
of complaining about it? One must 


just make his calculations on these 
trends. 


Next we come to high cost apart- 


ments. By that I mean apartments 
which have 8 to 15 rooms and several 
baths, renting at I don’t know what 
price. Their outlook is bad now and 
will be worse in the future. This is a 
luxury which very few people will be 
able to afford. And without trying to 
be personal at all, I dare say that every- 
one in this room, unless he is willing 
to live on accumulated capital, will have 
to lower his standard of living next year. 
Taxes will be high under the Tax Bill 
of 1941. The Tax Bill of 1942 will be 
even more drastic. I do not like it 
but this is the trend. People will have 
to economize and in all probability rent 
will be one item where economies will 
be made. Such apartment houses if 
they are owned outright should be sold. 
If you are the owner of the mortgage, 
by all means try to increase the amort- 
ization to the best of your ability. The 
same applies to single dwellings of 9 
rooms or more, to private estates, to 
private golf clubs, if they have a mort- 
gage. There is a constant levelling of 


wealth through income and inheritance 
taxes. A new middle class is in the 
making, in the shape of skilled labor, 
and if skilled labor is the middle clase, 
then somebody else pays for it by tak. 
ing a back seat. 


Small Residence Mortgages 


Small residences, not insured by 
FHA, are a sound investment and mort 
gages on small residences, in my opin- 
ion are sound mortgages. There is only 
one danger at present in the making 
which I believe savings banks are to 
take into consideration and that is this: 
As the emergency broadens and prior. 
ities are increasingly imposed by the 
Government, it will be difficult to keep 
up and repair small homes. The in. 
dividual, no matter how thrifty or how 
eager to keep his property in shape, 
may find himself unable to obtain pipe 
and other things or charged with ex 
orbitant prices for them. 

There is the danger. And if the 
property is not kept up so that at the 
end of the emergency the repair bill 
may be $500 or $600, the danger is this 
—the individual may adopt toward his 
property the same attitude as we take 
toward our car. When the car needs a 
lot of repairs we sell it and buy a brand 
new one. Many home owners, finding 
that their repair bill will be $500 o 
$600, will take the money and wak 
across the street and buy a brand new 
FHA insured home with all the newest 
improvements. 

What is the answer? The answer 
again is that, while repairs cannot be 
made because of priorities or becaus 
of the high cost of repairs, or becaus 
of the difficulty of obtaining raw mr 
terials, insist on increased amortization. 
I also believe that it would be a ver 
good idea for mortgagees to write 4 
little note to the mortgagor to this ¢ 
fect: “Business is good. . . . Wages are 
high. . . . You are making more mone 
today than you ever made _ before. | 
am perfectly satisfied with the way you 
have been amortizing your mortgage- 
what I am going to say is for your ow 
benefit—why don’t you anticipate you 
mortgage a little bit? Pay it now # 
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that when the emergency is over and 
business declines you won’t have to pay 
amortization.” I believe many people 
would do it, and what would be the 
effect? The equity of the mortgagor in 
the property would increase and your 
mortgage would be so much safer than 
ever before. 

The thing to bear in mind is this— 
that times are highly abnormal and that 
new values destroy old values. When 
Rockefeller Center was established did 
it not affect property in surrounding 
neighborhood? And it will be the same 
when this emergency is over. Already 
the National Planning Board has 
planned for the expenditure of four 
billions for homes. New property de- 
stroys the old, the higher the equity 
the better off you are. On business 
property I really do not know what to 
say because each individual piece of 
business property is a problem in it- 
self. It depends on the type of prop- 
erty, location, the types of tenants and 
the types of leases. My opinion is this 
—where an institution owns business 
property and the net return is not more 
than 4 per cent, sell it. You are much 
better off with a return of 214 per cent 
on long term government bonds than 
on business properties. 


FHA Mortgages 


FHA mortgages on the whole are 
sound mortgages, if the servicing cor- 
poration is always on the job. The ex- 
perience so far with FHA mortgages has 
been good. There is altogether too 
much prejudice against FHA—one, be- 
cause it is new; two, because of the 
sponsorship; three, because they say 
that some day the United States Gov- 
ernment will find one way or another 
to pull out. This I do not believe. I 
do not believe that any American Gov- 
ernment will go back on its word. Where 
the servicing on FHA is sound and 
carefully handled, in my opinion, FHA 
‘Mortgages are good solid mortgages 
and good sound investments. 

_ The problem that confronts the sav- 
ings banks today is not one merely of 
investment. All of us have seen in our 
time good days and bad days. Always 
rain comes after sunshine and sunshine 


‘*The question of survival de- 
pends on this: If after the emer- 
gency the savings banks are 
strong, and they can stand on 
their own feet—if they don’t 
have to go to any government 
agency to be bailed out, the sav- 
ings banks will remain public 
institutions and will continue to 
render the service to the nation 
which they have in the past. But 
if for some reason or another, 
the savings banks have to come 
to a governmental agency for 
help, then I am afraid that it 
may mean the end of savings 
-banks as private institutions.’’ 


after rain. What I am primarily inter- 
ested in is that our financial institutions, 
including our magnificent savings 
banks, which have played such an im- 
portant role in the development of the 
country, should. remain what they al- 
ways were—private institutions. That 
is to my mind the great problem be- 
fore us. Savings banks have a record 
of which they can justly be proud. The 
question of survival depends on this: 
If after the emergency the savings banks 
are strong, and they can stand on their 
own feet—if they don’t have to go to 
any government agency to be bailed 
out, the savings banks will remain pri- 
vate insttutions and will continue to 
render the service to the nation which 
they have in the past. But if for some 
reason or another, the savings banks 
have to come to a governmental agency 
for help, then I am afraid that it may 
mean the end of savings banks as pri- 
vate institutions. The assets of the sav- 
ings banks today are perhaps sounder 
than they have been for a very long 
time. The immediate outlook for the 
next eighteen months, or two years, for 
real estate and real estate values is bet- 
ter than any time since 1927. I believe 
that it would be highly advisable to 
utilize this period to liquidate as much 
as possible of actual real estate and to 
increase the equity of mortgagors, and 
if this is done I am positive the sav- 
ings banks in the future will play the 
same role as they have in the past. 
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Supplemental Compensation Plans 


The Conference Board, New York 


ISING living costs are reviving in- 

terest in plans to adjust wages 

automatically in accordance with 
fluctuations in the cost of living, accord- 
ing to a survey by the Management Re- 
search Division of The Conference 
Board. Several well known companies, 
including Leeds & Northrup Company, 
Lovell & Company, Munsingswear, In- 
corporated, New York Shpibuilding 
Company, and Schick, Incorporated, 
have recently adopted such plans. 

These plans are simple in principle, 
but those now in operation vary a great 
deal with respect to certain provisions. 
As a general rule, they provide for an 
adjustment of wages whenever some 
designated index of the cost of living 
advances or declines a specified number 
of points. The usual method is to in- 
crease or decrease wages whenever the 
cost of living index rises or falls five 
points. Many plans, however, provide 
that these adjustments may be made 
only at specified intervals, such as quar- 
terly or semi-annually. To protect the 
employe from the consequences of an 
unforeseen sharp decline in the cost of 
living, the plans ordinarily stipulate that 
wages are not to be reduced below the 
scale in force on the date of the adop- 
tion of the plan; and to protect the em- 
ployer from the consequences of an 
unexpectedly large increase in the cost 
of living, some plans provide that if the 
index rises more than a certain amount, 
such as 10 per cent, the plans will be 
subject to review. 

The survey shows that one of the 
main objectives of employers in estab- 
lishing these plans has been to provide 
a method whereby the problem of wage 
increases in a period of rising living 
costs may be dealt with systematically, 
so as to reduce or eliminate demands for 
wage increases. Some employers, how- 
ever, have sought merely to protect their 


employes against higher living costs, 

Although these objectives have been 
largely attained by the companies who 
have such plans now in active opera- 
tion, past experience has revealed de. 
fects which may tend to deter employ. 
ers from adopting them more widely, 
Labor leaders have often opposed them 
on the ground that labor should strive 
for higher living standards, and not be 
content with protecting present stand. 
ards, although recently there seems to 
have been some change in this attitude, 
presumably because union contracts are 
usually made for one year and the inclu. 
sion of cost-of-living adjustments at 
least guards against loss of purchasing 
power in the event of a sudden, sharp 
rise in the cost of living. 

The attitude of employes toward the 
plans now in operation has thus far 
been favorable, but this is no doubt 
largely because the adjustments have 
been upward. Experience has shown 
that despite all efforts to make it clear 
that compensation for higher _ living 
costs is supplementary, employes usually 
look upon it as part of their regular 
wages, When the time comes to reduce 
the supplementary compensation be: 
cause of a decline in the cost of living, 
the employe’s attitude is often much the 
same as it would be toward a reduc- 
tion in basic wages. Another disad- 
vantage is that some employes have dif- 
ficulty in understanding the cost of liv- 
ing index and how it operates. The 
question is often raised whether the cost 
of living index accurately measures 
changes in living costs. 

From the point of view of employers, 
the greatest disadvantage is that plans 
of this kind, unless they include ade- 
quate safeguards, commit the companies 
which adopt them to uncertain contin 
gent liabilities in the form of higher 
future labor costs. 
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Corporate Policy in 1942 


By Leonarp P. Ayres 


The following is taken from the text of 
the anual address which Brigadier General 
Ayres was scheduled to give before the 
Cleveland Chamber of Comemrce on De- 
cember 9. The actual delivery of this 
speech was cancelled owing to the war 
crisis. The text was released to the press, 
however, and it appears in full in the 
Cleveland Trust Company Business Bulle- 
tin, General Ayres is on leave of absence 
from his duties as vice-president of the 
Cleveland Trust Company. 


OST manufacturing firms, and 
many kinds of stores, will find 
their difficulties greatly increased 

in the coming months, as we attempt 
to double the volume of munitions that 
we had previously planned to produce. 
Those which solve their problems suc- 
cessfully will largely do it by methods 
of self rescue, for no one else is going 
to be able to do much for them. Clearly 
almost every manufacturing firm should 
seek to get contracts or subcontracts for 
some sort of munitions production. It 
is already clear that those firms which 
started work on government contracts 
at the beginning of the emergency are 
now:much better off than are those 
which avoided them. 

During the next few months the new 
systems of allocations will largely dis- 
place the present methods of priorities, 
and then manufacturing firms will be 
assigned quotas of the amounts of each 
scarce material that they will be allowed 
to use each month. When that happens 
the question will not be how much of 
each scarce material each firm can buy, 
but rather how much it will be allowed 
to use even if it already owns the ma- 
terials. Under those coming conditions 
it will be highly important for each 
firm to have defense contracts if it can 
possibly do so. 

There are two problems which ought 
to have the continuous attention of most 
manufacturing firms. The first is that 


of getting defense contracts or subcon- 
tracts, and the second is the problem of 
finding or devising substitutes for the 
scarce materials which he uses. Prob- 
ably the most acute scarcities among 
widely used industrial materials will be 
those of copper and brass. 

Most merchants will not need to 
worry in 1942 about getting customers 
into their stores. Their worries will 
be with the problems of securing goods 
for their shelves and their counters. If 
they have the goods the customers will 
come hurrying in to buy them, but in 
many lines it is going to be hard to 
get the goods. . Every merchant who 
sells goods containing scarce materials 
ought to have the most resourceful and 
ingenious buyers he can find hard at 
work now on the tasks of finding new 
lines, and substitute goods, and sup- 
pliers who can discover how to manu- 
facture present articles without using 
scarce materials. 


Taxes and Depreciation 


All companies, both large and small 
ought to be giving special attention to 
their financial problems, and among 
these there are two sets which are of 
special importance. The first relate to 
taxes, and the most important character- 
istics of taxes are that they are large 
in amount, and that they must be paid 
promptly and in cash. Many growing 
firms have expanding surpluses repre- 
sented by swelling figures in their bal- 
ance sheets, but unless they are fore- 
sighted and careful in their operations 
such firms may not have enough cash 
to meet the mounting taxes. Their earn- 
ings may well be over-absorbed in ac- 
counts receivable, and new equipment. 

Depreciation is another matter call- 
ing for close and continuous attention 
on the part of management in manu- 
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facturing industries. The need is not 
merely for adequate allowances for de- 
preciation in the accounting of the com- 
panies. A matter that is of even greater 
importance is the actual physical main- 
tenance of the working equipment in 
the shops. During this emergency most 
machine tools are being operated for 
many more hours per week than has 
been the custom in normal times, and 
as a consequence they are wearing out 
much more rapidly. Probably they 
could not now be replaced, and so it 
is the part of prudence to maintain them 
in as good condition as is at all pos- 
sible. 

Sound corporate policy for most in- 
dustrial corporations can probably be 
summed up as having three main ob- 
jectives. The first of these is to do as 
much defense work as possible. For 
most firms the defense contracts will 
be the only means by which they can 
secure more than very small amounts 
of the scarce materials, and their only 
assurance of being able to operate con- 
tinuously and to keep working forces 
intact. In actual dollar results most 


manufacturing firms will probably fare 
best if they are largely working on de- 


fense contracts even if that entails con- 
siderable conversions of the plants and 
equipment in order to handle the new 
work, 

The second objective should be to go 
through the emergency without too 
greatly impairing the standing and 
prestige of the company in its own in- 
dustry. This involves retaining as much 
as possible of the pre-emergency busi- 
ness of the firm, keeping together a 
well-trained and contented working 
force, and maintaining friendly rela- 
tions with former customers even if not 
many sales can be made to them. This 
part of the policy also calls for reduc- 
ing company debt as much as possible, 
and avoiding making over-large invest- 
ments in inventory. 

Finally, prudent corporate policy in 
this emergency calls for planning ahead 
to cope with conditions that will exist 
when this war period is suddenly ter- 
minated at some unforeseeable time in 
the future. One element of this policy 


is to keep at least some work going on 
in the development of new products for 
peace-time production, and to devote 
some research work to finding out how 
to use advantgaeously some of the 
metals and plastics which will be avail. 
able in large quantities and at low 
prices when peace returns. At that time, 
for example, we shall have greatly ex. 
panded outputs of aluminum and mag. 
nesium. 

Part of this policy of planning for 
the return of peace involves trying to 
be prepared financially. Companies 
that are making good earnings after 
taxes should remember that the future 
long-term welfare of their stockholders 
is even more important than their pres. 
ent desires for income, and they should 
adopt conservative dividend policies, 
Returning to normal business after the 
emergency is likely to be a long process 
and perhaps a costly one, and at that 
time there will be important advantages 
in being in a strong cash position. 

The fundamental fact about these 
wars is that they are being waged to 
decide who is going to control business 
in the future, and how it is going to 
be done. Business has become essen- 
tially international. That is why we 
have sent a force of American soldiers 
to protect the bauxite deposits of Dutch 
Guiana, and why American warships 
guard the sea lanes to the Orient over 
which come our supplies of tin and 
rubber. Trade that flows across all na- 
tional frontiers is essential to the main- 
tenance of an industrial economy. All 
the nations of the world are now in- 
extricably bound together in one single 
world economy. These wars are decid- 
ing how that economy will operate in 
future years. 

There are two possible answers, and 
probably no feasible compromise be- 
tween them. One answer is that the 
world economy may be operated under 
the domination of armed force imposed 
upon it. The other answer is that it 
may be operated through the peaceable 
codperation of free nations, which must 
work out some form of political union 
to deal with the invisible economic 
union that already exists. 
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Urges Government Economy in 
the Housing Field 


Following is the text of a resolution for- 
warded by the United States Savings and 
Loan League to the Byrd Joint Committee 
on Non-Defense Expenditures. The resolu- 
tio was passed at the recent Miami con- 
vention of the League which was attended 
by 1050 savings and loan managers. The 
resolution outlines eight specific ways in 
which a saving or gain could be achieved 
in the housing field. 


HE American people are compelled 

by the dangers threatening the 

country today to spend at least one 
hundred billion dollars to defend the 
democratic institutions and the Ameri- 
can way of life. The burden of this 
undertaking on the standard of living 
of American families built up by nearly 
two centuries of freedom and economic 
progress is of incomprehensible dimen- 
sions. It will require of each individual 
a great measure of sacrifice, financially 
and economically, even if it does not 
involve the offering of lives. Such a 
program for the nation can succeed only 
if every phase of our economy, govern- 
ment agencies as well as individuals and 
business organizations, shares in the 
sacrifice. Dollars should be used with- 
out stint in the necessary Defense Pro- 
gram, but non-defense expenditures by 
the Federal Government and its agen- 
cies should be “cut to the bone.” 


Some Recommendations 


The United States Savings and Loan 
League recommends: 


1. That the Home Owners Loan Cor- 
poration should be promptly liquidated 
by the sale or transfer of its assets to 
savings and loan associations and other 
local financial institutions. The Home 
Owners’ Loan Corporation has approxi- 
mately $2,000,000,000 of mortgage 
loans outstanding, which, if sold, would 
reduce by this amount the liability of 


the United States Treasury. This step 
would not only reduce the obligation 
of the Government, but would substan- 
tially reduce government personnel and 
expenses. 


2. That the Federal Housing Admin- 
istration should stop placing a govern- 
ment guarantee behind mortgages on 
existing properties, for continuing 
which there is no justification as ade- 
quate mortgage money is now available, 
and which program is, nevertheless, be- 
ing promoted vigorously by the Federal 
Housing Administration today. The 
tapering off and eventual stoppage of 
insurance of loans for new home build- 
ing, except under Title I and Title VI 
of the National Housing Act, should be 
effected. The insurance premiums 
charged on insured mortgage loans 
should be sufficient to cover all expenses 
and an equivalent amount for reserves 
for losses, which procedure is consistent 
with sound insurance practice. 


Scrutiny of the cost of the Federal 
Housing Administration to the Ameri- 
can taxpayer during the first five years 
of its operations shows that the insur- 
ance has been a cost to the Government 
of $58,000,000. In addition Congress 
has appropriated $10,000,000 for the 
Title II Mutual Mortgage Insurance 
Fund and just last month another $10,- 
000,000 was appropriated for Title VI 
Defense Housing Insurance Fund. 

The Federal Housing Administration 
has already created a contingent liabil- 


ity of over $3,000,000,000 to the Gov- 


. ernment in that it has contracted to take 


over all foreclosed real estate on which 
it has an insured mortgage and to re- 
imburse the lender with government 
guaranteed debentures. According to 
the report of the Federal Housing Ad- 
ministration up to June 30, 1941, there 
has been issued or contracted to be is- 
sued by the Administration approxi- 
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mately $20,000,000 Government-guaran- 
teed debentures. The experience of the 
Federal Housing Administration indi- 
cates that there will be a very consider- 
able loss to the Government in connec- 
tion with this operation. There has 
been a rising real estate market since 
the creation of FHA in 1934. Notwith- 
standing this increase in the value of 
the real estate upon which FHA has 
insured mortgages, the Administration 
records show a loss of $620 average per 
property foreclosed and resold by the 
Administration. The average loan of 
FHA as of June 30, 1941, equalled 
$4,280. The 2,283 properties foreclosed 
and sold were sold on long terms at 
approximately $3,660 average, or a loss 
of $620 per property, or 14.5 per cent 
of the amount of the loan per property, 
in an increasing real estate market. As- 
suming that each of the loans fore- 
closed upon were made upon the basis 
of 90 per cent of loan to appraised 
value (which assumption for the pur- 
poses of this statement is the most 
favorable to the FHA), then in the re- 
sale of the properties acquired by fore- 
closure there has been a shrinkage in 
the re-sale value under the appraised 
value in a rising real estate market of 
23 per cent. 

It is true that the number of fore- 
closures in this operation has been very 
few but there has been no occasion for 
foreclosures on good, sound mortgages 
during the period in which this agency 
has been operating. That foreclosures 
will increase very materially is indi- 
cated by changing economic conditions 
and by the report of FHA, which shows, 
as of June 30, 1941, that they had an 
additional 1,979 insured mortgages re- 
ported as “seriously delinquent.” It is 
therefore impossible to estimate the ac- 
tual losses which may be sustained by 
the Government through this increasing 
contingent liability in a period of real 
estate inflation when FHA will really 
be called upon to do its major job of 
taking over and disposing of foreclosed 
real estate. 

3. That Federal subsidies for farm 


credit should be abolished, which Presj. 
dent Roosevelt has characterized in two 
veto messages as “a gift to individual 
borrowers from the Federal Treasury.” 
The present 314 per cent subsidy inter. 
est rate to Federal farm borrowers js 
costing the Government over $50,000, 
000 annually. 


4. That the Government should cease 
subsidizing the building and operation 
of new housing projects to rent to 
American families. The past six years 
have seen the building of more than 
$1,000,000,000 worth of expensive hous. 
ing units to be rented at subsidized 
rates. The solution of the housing 
problem of the low-income family does 
not lie in providing new housing. 
America cannot afford any more of it. 
The economy of discontinuing public 
housing subsidies is further justified by 
the fact that the program to date has not 
taken care of any of the people of low. 
est income who need public charity and 
for whom there might be some justice 
in providing public financial assistance, 


5. That the Federal Government cease 
the building of permanent, expensive 
housing units for defense workers and 
their families. The construction of pub 
lic defense housing should be limited 
strictly to minimum cost, rapidly built, 
demountable units, providing only the 
necessities of comfortable and _ livable 
shelter. There is no justification for 
the Government’s building and paying 
for semi-luxurious housing units for 
civilians in a period when the country’ 
armed forces, receiving twenty-one dol- 
lars a month, are sleeping in tents. 
Therefore, the United States Savings 
and Loan League asks the Joint Com 
mittee on Non-Defense Expenditures to 
recommend an end to the appropriz 
tions for costly permanent housing for 
civilians in defense areas, which are 
only incidentally connected with the de 
fense program, and to recommend that 
all public funds used to prevent hous 
ing shortages among defense workers be 
limited to the production of temporary 
structures. 
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The War and the Defense Savings 
Program 


By Henry MorcantTuau, Jr. 
Secretary of the Treasury 


HIS nation of ours has had a shock, 

but it is wiser and stronger for hav- 

ing had it. Every one of us must 
be conscious today of a clearer vision 
and a deeper understanding than we 
had before December 7. The bombs on 
Pearl Harbor have destroyed much more 
than what the censors would call “mili- 
tary objectives.” They have ripped our 
complacency to shreds. They have 
blasted the old comfortable belief that 
the wide oceans could save us from 
harm. They have blown away the no- 
tion that brutality and deceit and mur- 
der in another part of the world could 
never touch us in ours. 

We now know, or ought to know, that 
this whole world struggle is our war, 
just as much as it was to the people of 
Chungking or Warsaw in 1939, or to 
the people of Rotterdam or London in 
1940, or to the people of Athens and 
Moscow in 1941. We now know, or 
ought to know, that there can be no 
half way method of fighting an attempt 
to dominate the entire earth. We now 
know, or ought to know, that this total 
war will require total effort on our part, 
with everything we have and everything 
we are, with all our resources pledged 
to final and decisive victory. 

Since the very inception of the De- 
fense Savings program, it has been one 
of our major objectives to give the 
American people a sense of their own 
direct and inescapable involvement in 
this great battle for our way of life. 
We have tried to make them realize that 
they were not isolated and could not be 
isolated from a struggle that would 
shape the future of everyone on this 
planet. We have tried to give the Ameri- 
can people a greater pride in their own 
country and a greater awareness of the 


dangers that face them. We have tried 
to give every man, woman and child 
in this country a sense of direct partici- 
pation in its defense, a feeling that there 
is something for everyone to do in a 
great effort from which everyone will 
benefit in the end. 

Looking back over the past eight 
months, I think we can all be proud of 
what has been accomplished. I believe 
in all sincerity that the devoted work 
of the Defense Savings staff and all our 
thousands of volunteer workers through- 
out the country has helped greatly to 
crystallize American opinion. I believe 
that the response to the bombs at Pearl 
Harbor was deep and wide and imme- 
diate partly because of our groundwork 
in the Defense Savings program. 

We have given to millions a new sense 
of being partners of their Government, 
of having a direct share in America 
and in American freedoms. To me, it 
is an achievement of far greater propor- 
tions than the raising of the more than 
2 billion dollars which have rolled into 
the Treasury since the Defense Bonds 
first went on sale in May. 


Must Now Follow Through 


Now that we have cleared the decks 
for action, it is up to us to follow 
through. We must follow through, not 
only in terms of a few million indi- 
viduals or a couple of billion dollars, 
but by a determined effort to reach every 
individual in this country. For total 
wars are peoples’ wars; and in this to- 
tal war that has spread around the 
globe, the battlefront now reaches into 
every factory and every home.—From 
an address before a -national meeting 
of Defense Savings Organizations. 
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Reports, Bulletins, Radio Discussions, 


Advisory Services, Newspapers, etc. 


AMERICAN HIGHWAYS AND DEFENSE 
The Index, Published by The New York Trust Company 


LTHOUGH the nation’s highway 

system was not designed primarily 

to meet strategic needs, the care- 
ful planning of Federal and state agen- 
cies has by no means neglected defense 
considerations. 

The general north-south and east-west 
directions of the principal inter-regional 
roads are admirably adapted to a 
strategic use. On both the Atlantic and 
Pacific coasts the north-south routes are 
three-deep, while the east-west routes 
along the land borders are doubled 
throughout the greater part of their 
course. 

The interior is criss-crossed with a 
magnificent network of arterial high- 
ways. The modern practice of by-pass- 
ing settled districts has already been 
found beneficial in army maneuvers. 


Aside from the major highways, cer. 
tain “access” roads are important! 
features of the strategic systems. Thes 
lead to military bases, training camps 
and the like. A highway bill recent) 
passed by Congress provides $150,000, 
000 for “access” roads, $10,000,000 for 
surveys and a like amount for experi 
ments to be made with “flight strips,” 
that is, short sections of wide, paved 
highway for take-off and landing of 
heavy, long-range. bombers. 

If these tests are successful, one of 
the more difficult problems encountered 
in basing a greatly expanded air force 
will have been solved. Also pending are 
appropriations of $50,000,000 for 
strategic network roads, one-half to he 
apportioned under the  Federal-aid 
formula, and one-half to be allocated. 


POST-WAR RECONSTRUCTION 


Weekly Bulletin, American Institute of Economic Research, Cambridge, Mass. 


NE of the most impressive mani- 

festations of the growth of British 

confidence in maintaining their 
economy intact through the war is the 
lively interest in London regarding post- 
war economic policies. Mr. G. V. 
Ormsby, staff correspondent of the Wall 
Street Journal, in last week’s dispatch 
refers to the “all too common shibbo- 
leth which is heard everywhere in 


Britain today, that the wartime gover 
ment controls of industry, commerce, 
finance, and transport must be carried 
into peace.” 

This perpetuation of wartime controls 
is generally taken for granted both in 
Britain and in the United States. How- 
ever, occasionally a bold optimist o 
this side of the Atlantic suggests the po* 
sibility that there may be a postwat 
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trend toward private business here and 
in England. In England, one of the two 
foremost exponents of private business 
(The Statist, London), hazarded the 
following prediction: 

“Today the planners devise their 
paper schemes and assume ‘hat the regi- 
mentation which trade and commerce 
have accepted as a necessary evil of war 
will be as quietly tolerated when that 
necessity has passed. They deceive 
themselves. Once the markets of the 
world are open again for peaceful trad- 
ing and men of business can turn their 
attention to their real task of feeding 
and clothing the crowded millions of 
these islands, the shackles which now 
bind enterprise and the plans which are 
to bind it in future will alike be re- 
pudiated, because such restrictions will 
mean the cramping of trade at a time 
when the nation’s recovery will depend 
upon the utmost trading energy. The 
days of laissez-faire have gone forever, 
and the world will probably never again 


see an era of cut-throat competition— 
but the alternative to laissez-faire is not 
a rigidly controlled and centrally di- 
rected community. The alternative is a 
community enjoying the maximum of 
freedom in the conduct of its affairs and 
enduring only the irreducible minimum 
of control. Planning is only another 
name for regimentation, and regimenta- 
tion means stagnation, and stagnation in 
its turn means death to a nation which 
must always depend upon a vigorous 
and adaptable trading system. It is 
idle for officially approved planners to 
protest that their schemes are based on 
a determination to guard the national 
interests against sectional or local in- 
terests. The only real national interest 
that must be guarded is the national 
prosperity. That cannot be attained 
and maintained if every operation of 
business, including the siting of prem- 
ises, is to be conditioned by some paper 
scheme devised by men remote from 
business realities.” 


ABSENCES WITH PAY AND COMPUTING OVERTIME 
U. S. Department of Labor 


ITH respect to overtime, the act 

requires that an employer, who 

works any employes, subject to its 
provisions, more than forty hours in a 
workweek, pay such employes overtime 
compensation at a rate of one and one- 
half times their regular rate of pay. 
Under this provision, an employer is 
free to pay an employe for time during 
which the employe is not at work. The 
overtime provision is simply that hours 
worked in excess of forty per week be 
compensated for at time and one-half. 
Whenever overtime is worked, the prob- 
lem presented is that of determining an 
employe’s regular rate of pay so that 
overtime compensation may be com- 
puted thereon. Under the interpreta- 
tions of the Wage and Hour Division, 
an employe’s regular hourly rate of pay 
is determined by dividing the hours 
which he works, during a workweek, 
into the total earnings for such hours of 
employment ( paragraph 7 of Interpreta- 
tive Bulletin No. 4). 


The question under consideration can 
arise only where an employe receives an 
hourly rate of pay or a salary for a 
regular number of hours per week (the 
equivalent of an hourly rate of pay) 
and is paid at such rate for hours not 
worked due to vacation, holiday, illness, 
or other similar cause. Where an em- 
ploye is paid a salary without regard 
to the number of hours worked it can- 
not be said that he is paid for holidays 
and the like; the salary compensates for 
whatever hours he works, no more no 
less, and he has no set hourly rate of 
pay which can be attributed to hours not 
worked. Assuming, therefore, that an 
employe is paid at his regular hourly 
rate of pay for hours when he is not at 
work due to vacation, holiday, illness, 
or other similar cause, the amount so 
paid is not compensation for hours 
worked and need not be included in 
computing the employe’s regular rate of 
pay and overtime compensation under 


the Act. The very term, holiday or ill- 
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ness with pay, negates the idea that such 
payment was made for hours worked. — 

It is pointed out in paragraph 70(7) 
of Interpretative Bulletin No. 4 that 
payment to an employe at his hourly 


rate of pay for hours not worked does 
not constitute payment of overtime com- 
pensation and may not, therefore, be 
credited against overtime compensation 
due under the act. It is stated that such 
payment is not compensation for over- 


time work and likewise does not alter 
the employe’s regular hourly rate of 
pay. The considerations which dictate 
that interpretation are like those which 
control here. The employer’s records 
must, of course, show the hours of 
absence and the amount paid therefor, 
if a sum so paid is to be excluded when 
an employe’s regular rate of pay and 
overtime compensation under the act 
are computed. 


FINANCIAL EFFECTS OF THE WAR 





Guaranty Survey, Published by Guaranty Trust Company of New York 


HE most pronounced financial ef- 
fects of war developments appeared 
in security markets, where prices of 


both stocks and bonds registered rather 
broad but temporary declines. These 
recessions did not reach serious pro- 
portions, except in the case of some 
foreign issues, and have been partly 
wiped out by subsequent advances. The 
short-term money market and foreign 
exchange rates have been almost com- 
pletely unaffected. 

A financial development that has been 
attributed in some quarters to our en- 
try into the war is the accelerated in- 
crease in the amount of money in cir- 
culation. The fact that the volume of 
circulation ordinarily conforms rather 
closely to the seasonal pattern and that 
the recent increase is considerably 
larger than usual tends to support this 
view. A sharp rise, however, is quite 
normal at the holiday season; and this 
influence, together with the factors that 
have caused the circulation to expand 
consistently over a period of many 
months, may represent an adequate ex- 
planation of the rapid increase since 
the beginning of December. 

In other respects, the banking situa- 
tion has not been noticeably affected 
by war developments. The Federal Re- 
serve banks have increased their hold- 
ings of Government obligations for the 
first time since May, 1940; but this ac- 
tion may have been due wholly or in 
part to the heavy temporary demand for 
money to meet income tax payments and 
to purchase new Treasury issues, rather 
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than to the declarations of war. The 
gold movement has become increasingly 
irregular, and a decline of $30,000,000 
during the week ended December 17 re. 
duced the monetary stock to the lowest 
total since last September. Mainly asa 
result of heavy payments to the Treas. 
ury at the middle of this month, mem 
ber bank reserves have declined sharply 
and excess reserves have reached the 
lowest level since December, 1938. 
Loans and investments of reporting 
member banks have expanded further, 
but the upward trend of commercial, 
industrial and agricultural loans has 
shown increasing irregularity. 

The financial and banking mechanism 
of the country is in a stronger position 
to meet an emergency than ever before, 
according to the Board of Governors 
of the Federal Reserve System. In a 
statement issued on December 8, the 
board pointed out that the existing sup- 
ply of funds and of bank reserves is 
fully adequate to meet all present and 
prospective needs of the Government 
and of private business, and that the 
Federal Reserve system has powers to 
add to these resources to whatever ex- 
tent may be required in the future. 
“The system,” according to the board, 
“is prepared to use its powers to assure 
that an ample supply of funds is avail- 
able at all times for financing the war 
effort and to exert its influence toward 
maintaining conditions in the United 
States Government security market that 
are satisfactory from the standpoint of 
the Government’s requirements.” 
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INSURED DEPOSITS SHOW INCREASE 


Survey by Federal Deposit Insurance Corporation 


FIVE THOUSAND dollar individ- 
ual deposit insurance limit fully 
protects 981 of each 1,000 de- 

ositors in insured banks. Data sub- 
mitted to the Corporation by 13,434 in- 
sured commercial banks as of Septem- 
ber 24, 1941, also showed FDIC’S po- 
tential liability under the $5,000 limit 
to he about $26 billion. 

Analysis of the reports revealed that 
since September 21, 1938, last date for 
which comparable data were assembled, 
there had been a substantial growth in 
the amount of deposits held by insured 
banks, in the amount of deposits in- 
sured, and in the number of insured 
bank accounts. A decline occurred, 
however, in the percentage of total de- 
posits covered under the $5,000 limit. 

Between the two report dates the 
number of insured bank accounts in- 
creased from 61 million to 67 million. 
Total balances in these accounts in- 
creased from $48 billion to $68 billion. 
Insured deposits rose from $22 billion 
to $26 billion. In the same period the 
percentage of deposits insured under the 
$5,000 individual limit decreased from 
45 to 38 per cent. 

Of the 67 million accounts, 98.1 per 
cent were for amounts not exceeding 
$5.000, the insurance maximum under 
FDIC law. 

Size of the average account reported 
by insured commercial banks Increased 
from $785 at the earlier report date to 
$1,013 on September 24. Average size 
of fully insured accounts (those not 
exceeding $5,000) increased during the 
period from $277 to $301. 

Other points developed by the survey 
were: 

1. About 95 per cent of the accounts 
were held by the general public. These, 
in amount, accounted for about three- 
fourths of total deposits, or $49 bil- 
lion. These deposits were 49 per cent 
covered by the $5,000 insurance maxi- 
mum. 

2. Of the accounts held by the public, 
more than one-half were time and sav- 
ings accounts, with balances aggregat- 


ing $14.8 billion, of which $12.8 bil- 
lion, or 86 per cent were insured. 

3. In each of 11,269 reporting banks, 
the $5,000 individual insurance limit 
protected 70 per cent or more of total 
deposits; in 228 of these banks 100 
per cent of deposits were protected. 

4. In one-third of the insured com- 
mercial banks, more than 90 per cent 
of deposits are protected under the 
$5,000 limit; protection ranges from 80 
to 89 per cent in another one-third of 
the number of banks. 

5. Approximately one-third of the 
amount of insured deposits were held 
by 158 banks, each with deposits in 
excess of $50 million. About 3 per 
cent of the accounts in these banks were 
for amounts greater than $5,000. Their 
total deposits were about 21 per cent 
insured. ‘a 


THE average weekly compensation of 
wage earners in_ twenty-five manu- 
facturing industries amounted to 
$35.63 in October, as compared with 
$35.10 in September. The October 
average was the highest on record. 

From January, 1938, when average 
weekly wages in these industries 
amounted to $22.85, to November, 
1940, when they were $29.73, the rise 
was caused primarily by increased 
working time, which expanded from 
32.2 to 39.6 hours per week. Since 
November, 1940, the rise has been 
caused primarily by increases in aver- 
age hourly earnings, which began ris- 
ing rapidly in December, 1940, so that 
in October, 1941, they amounted to 
85.3 cents, as compared with 74.7 cents 
in November, 1940. 

The increase in average hourly earn- 
ings since November, 1940, has been 
caused primarily by wage rate increases. 
Increased overtime payments have also 
been a factor, because hours of work 
expanded further to 41.7 per week in 
October, 1941. But the main cause has 
been wage rate increases.—Conference 


Board, New York City. 
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VIEWS 


Recent S peeches Given Before National, 
Regional or State Groups — Digested 
or Excerpted for Your Convenience ... 


TRAINING PERSONNEL IN THE EMERGENCY 
By Earu J. FatLor 


Vice-President, National Bank of Detroit 


N our bank we have conducted a suc- 
cessful experiment in training a 
number of young men from the in- 

ternal proof department as plain check 
cashers. They have been taught the 
simple rudiments of handling currency 
and of how to cash pay checks of cer- 
tain of the larger corporations. All 
other banking matters are referred to 
the more experienced tellers. These 
young men leave their regular work 
about 11 o’clock on Friday and are 
sent to the branches for Friday after- 
noons and Saturday mornings and we 
have found their performance has given 
us substantial relief in the regular op- 
erations of the branches. 

We have been successful in some of 
the other departments by sending 
juniors from the internal proof depart- 
ment to understudy, on a_ part-time 
basis, people on some of the more spe- 
cialized jobs, such as the Credit De- 
partment, the Accounting Department, 
and the Savings Department. 

These young people like the idea of 
this training program and it has given 
them the feeling that they have been 
elevated and that their opportunities 
for promotion will be more rapid when 
the proper time comes. Many of the 
banks have relaxed their policy regard- 
ing married women and the use of girls 
as replacement of male pages and 


messengers is becoming increasingly 
popular. 

Some banks have successfully re. 
placed younger men with some of the 
older men and, as happened during the 
last war, with a shortage of young men, 
employers will find it necessary to sub- 
stantially increase the number of their 
female employes and place them on 
jobs now being performed by men. 

It has been found that girls make 
satisfactory replacements of adding ma- 
chine operators and tellers and that they 
perform well in certain supervisory 
capacities. 

Of course, it is presumed that every 
bank is making improvements in operat- 
ing procedures and is instituting short- 
cuts and timesavers—but these are not 
enough. It is pretty mucha matter of 
a training program. 


As a suggestion, you might explore 
the possibilities of renewing a scheme 
tried out during the last war called 
“vestibule training.” By “vestibule 
training” is meant the training of 
workers for a given job under working 
conditions similar to those they will be 
called upon to work under when they 
are qualified. The training of adding 
machine and bookkeeping operators is 
particularly susceptible to this kind of 
instruction. It is often quite possible to 
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conduct this type of training in quar- 
ters located away from the department 
for which they are being trained. Of 
course, limitations such as lack of space 
and equipment govern the -extent to 
which the idea can be worked out. 


These are but a few of the problems 
that have created a challenge for us to 
work out.—From an address before a 
regional conference of the National As- 
sociation of Bank Auditors and Comp- 
trollers. 
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MAKE EXISTING TRUST ACCOUNTS PROFITABLE 


By GiLBert T. STEPHENSON 
Director of Trust Research, Graduate School of Banking 


N cases where the business of a trust 

institution is not on a paying basis 

at the present time, the only way 
of putting it on a paying basis imme- 
diately is by making existing accounts 
profitable. 

No matter how fair or favorable 
present statutes, uniform schedules or 
compensation provisions in trust instru- 
ments applicable to future business may 
be, these’ statutes, schedules or provi- 
sions do not help the present earnings 
situation of a trust institution in the 
least unless they are applied to existing 
accounts. 

Wherever the business of a trust in- 
stitution is not on a paying basis at 
the present time, the only way of put- 
ting it on a paying basis immediately 
is by making existing accounts profit- 
able. 

The possibility of putting trust busi- 
ness on a paying basis immediately 
rests with one or more of three groups, 
namely: trust customers, trust bene- 
ficiaries, and courts having jurisdiction 
over estates and trusts. 

In irrevocable living trusts and 
funded insurance trusts even during the 
life of the settlor or insured, in all liv- 
ing trusts and in all insurance trusts, 
revocable or irrevocable, after the death 
of the settlor or insured and in all trusts 
under will where all the interests are 
vested and where all the beneficiaries 
are adult and competent to act for them- 
selves, such adjustment rests with the 
beneficiaries. 

There appear to be three conditions 
Precedent to satisfactory dealing with 
beneficiaries as regards compensation in 
existing accounts, namely: (1) knowl- 


edge of costs, (2) good customer rela- 
tions and (3) proper approach. 

Several trust men, whose institutions 
have been especially successful in deal- 
ing with beneficiaries, make the point 
that they would not have been able to 
adjust compensation in existing ac- 
counts if they had not been in a posi- 
tion by actual cost analysis to show the 
beneficiaries that under existing condi- 
tions the present compensation was 
grossly inadequate. 

Other trust men said that they felt 
that the success of their institution in 
its dealing with beneficiaries regarding 
compensation was attributable largely 
to good customer relations which had 
been cultivated over a long period of 
time. They felt, so they said, that they 
would not have been successful if they 
had not started out with the respect, 
the good will, and the full confidence 
of the beneficiaries. 

These observations are but another 
illustration of the importance of a trust 
institution assiduously cultivating at all 
times and in all appropriate ways good 
customer relations. It is infinitely easier 
to discuss and to settle a delicate issue 
with one who already is friendly and 
well disposed than it is to do so with 
one who is critical, suspicious or hostile. 

When fairmindedness prevails on 
both sides nothing but good can come 
of dealing between the beneficiary and 
the trust institution, no matter what the 
dollars-and-cents results of the negotia- 
tion would be. By fairminded dealing 
they get each other’s points of view. 
They come to a better understanding of 
each other’s problems. They see things 
eye to eye. Thus dealing with bene- 
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ficiaries in adjusting compensation in 
existing accounts may be employed not 
only as a means of helping to put trust 
business on a paying basis but also as 


a means of improving the relations of 
the trust institution and the beneficiary, 
—From an address at A.B.A. Trg 


Conference, 


THE OUTLOOK FOR 1942 


By Henry H. HEmMaAnn 
Executive Manager, National Association of Credit Men 


ESPITE the outbreak of war, 1942 
promises to be a prosperous year 
in business. 

Repetition of the 1941 record is indi- 
cated with defense stimulation being 
offset somewhat by the maladjustments 
and readjustments occasioned by the 
transition from a peace to a defense 
basis. 

Instead of a present utilization of 15 
per cent of our total production for 
defense, we are warned to expect an 
eventual 50 per cent devoted to that 
program. The sudden change from a 
normal to a war-time economy on such 
a vast scale, unfortunately, cannot be 
engineered in so short a period without 
the strains and stresses we have wit- 
nessed in the past year—and will con- 
tinue to observe after we enter the new 
year. 

Reduced volume for some firms, par- 
tial employment or temporary unem- 
ployment for some workers, dislocations 
caused by priorities and allocations, 
shifts in marketing channels—these are 
only a few of the problems that will be 
increasingly with us during the coming 
12-month period. 

“Even those firms which experience 
boom activity, however, will have less 
to show for it by way of net earnings 
than might reasonably have been ex- 
pected from normal peacetime busi- 
ness. Higher material and labor costs, 
coupled with ever-rising tax burdens, 
will leave a decreasing margin of 
earnings.” 

Small be 
Aggres- 


business problems will 
prevalent in the coming year. 
sive and ingenious small business men, 
who have a fair degree of financial 


stability, should survive. Certainly if 


they can do so they will be better pre 
pared, with new knowledge and ability, 
to meet the competition when the pos. 
war economic battle is resumed. 

Business will be projected into th 
new year with the stimulus of record. 
breaking retail trade during this year 
end holiday season. The present yea 
shows new peaks reached in retail sales, 
They will very likely be sustained in 
the year ahead. Part of the increase in 
dollar volume, however, will reflect ris 
ing prices. 

A temporary setback to consume 
buying can be anticipated in the late 
winter and spring months, i.e., in the 
period around the first income tax date. 
Then, for the first time, many will 
realize more fully just what a defens 
tax bill means. 

Higher prices will be evident in 1942 
The currently-advocated price contrd 
measures are not likely to do the neces 
sary job of holding down prices. | Price 
control requires sufficient authority plus 
efficient, disinterested administration. 
Exemption of such potent sectors of the 
price panorama as labor costs and farm 
prices will prevent any sound solution, 
regardless of the ability of the admir 
istrative body and its desire to check 
price inflation. 

© 


“THE least dislocation of employmetl 
and general disorganization of industry 
will occur if the defense business 
allotted to corporations in proportio 
to their capacity and ability to produc 
similar products, taking into consider 
tion the number of employes available 
in their organizations.”—Charles [. 
Wilson, President of General Motors. 
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Digests of Recent Ideas, Campaigns, 


Five Ways to Get New Trust Business 


Five ways by which trust institutions 
may obtain a greater volume of new 
business were outlined by John M. 
Zuber, vice-president and trust officer of 
the Ohio Citizens Trust Company, To- 
ledo, Ohio, at a recent A. B. A. Trust 
Conference. 

The five means of getting new trust 
business recommended by Mr. Zuber 
were direct advertising, direct solicita- 
tion, codperation with members of the 
bar, codperation with life underwriters, 
and codrdinated efforts of the various 
departments of banks and trust com- 
panies in locating prospective accounts. 

“I submit the idea that many of us 
might increase the effectiveness of our 
direct mail advertising. Are we over- 
looking one of the basic principles of 
selling, namely, asking the prospect to 
buy? Perhaps we can get more people 
to come to us if we don’t try to be too 
subtle about asking them,” Mr. Zuber 
declared. 

“The average person of means has 
only an obscure conception of the mean- 
ing of estate planning. Frequently, 
therefore, it is necessary or advisable 
when talking to a prospect for the first 
time to explain what you mean by help- 
ing him plan his estate. It is unwise 
to take up most of the original inter- 
view in making such an explanation. Yet 
itis important that the prospect really 
understand what you would like to do 
for him. 

“Under such circumstances we ex- 
plain our estate. planning work by com- 


Advertisements, etc. 


paring it with that of an architect. We 
point out that if our prospect desired 
to build a home of a certain style and 
size, having a plan suited to the needs 
and pleasures of his family, he would 
engage an architect. He would explain 
his situation to the architect and dis- 


‘cuss the matter with him. The architect 


would prepare plans for the house and 
these would be checked and revised un- 
til they satisfied him. Finally a con- 


ntry into war brings a sober moment 
‘What can /, as an American, do to 
ictory?" TI 


y 
and employee, Democrat and 
ies must not bury the hatchet, but must 
a great people. All our crises and periods of ad- 
oughened the fibre of this nation. United in solidarity 
have everything to fight for, and every reason to 
pledges its fullest cooperat 

1, to industry and to those men an 

wom life whose efforts and sacrifices 


en in all walks of life whose must be counted 
upon to perpetuate individual freedom. 


State-Planters 
BANK AND TRUST COMPANY 


RICHMOND, VIRGINIA 


This 4-column ad appeared in Rich- 
mond papers shortly after the decla- 
ration of war pledging the bank’s 
fullest cooperation in the job ahead. 
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“EYE-CATCHERS” 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


Can You Call Up Your 
Reserves? 


—First National Bank of Birm- 
ingham, Ala. 


This Time ... SAVE 


—Merchants 


Mobile, Ala. 


National Bank, 


‘I’m Getting My Own Defense 
Program Set’’ 


Valley National Bank, Phoenix, 
Arizona. 


‘‘Bill and I Never Imagined the 
Bank Could Be So Helpful’’ 


—State Trust Company, Plain- 
field, N. J. 


Planning for Tomorrow’s 
Plowshares 


—Lincoln National Bank, Syra- 


cuse, N. Y 


tractor would be engaged by the pros- 
pect to build the home according to 
the plans. We then say that we are an 
architect for his estate,’ Mr. Zuber 
said. 

“All trust men recognize the impor- 
tance of maintaining the good will and 
cooperation of members of the bar. It 
would be possible to mention any num- 
ber of ideas on this question. There 
are two to which I shall refer, not be- 
cause they are new, but because they 
are important. 

“In our estimation, it is a definite 
step in the right direction to make a 
statement of policy to the lawyers. This 
can be done by a letter addressed to 
each lawyer individually or by a book- 
let sent to the members of the bar. How- 
ever it is done, the statement should be 
clear and straightforward. Needless to 


say, it is essential to abide strictly }y 
your stated policy. 

“The other suggestion is to invite the 
attorneys to meetings to discuss estat 
matters. If attorneys in general are jp. 
vited, a meeting at your bank is prefer. 
able, provided you have a room larg 
enough for the purpose. Occasionally 
it is effective to discuss some specific 
type of trust or tax problem at , 
luncheon meeting to which a sele¢ 
group of lawyers is invited. At either 
such meeting there is no reason to heii. 
tate to talk to your guests straight from 
the shoulder. 

“There is some difference of opinion 
among trust men as io the value of the 
assistance that can be obtained from in. 
surance men. Most of you who have 
been successful in getting new trust ac. 
counts will agree that proper codpera 
tion with the better life insurance pro 
ducers can be very helpful. It has been 
said that to have the codperation of a 
good life insurance man is the equiva 
lent of having a well trained part-time 
trust solicitor. 

“One of the most effective method 
of educating an insurance man is to 
have personal talks with him. In this 
way he is more or less tutored on the 
subject of what your trust department 
can do for him and his customers. 

“Another suggestion in this regard is 
to invite a select group of life insur 
ance underwriters to your bank ané 
take them through the trust department. 
Point out to them the many feature 
which will help them in talking to others 
about the use of a trust company.” 


Advertise Savings Now 


“This crisis presents the most & 
traordinary opportunity for savings 
bank advertising which you will eve 
see,” stated Harford Powel, Director d 
Information, Defense Savings Staff, @ 
addressing a recent meeting of the New 
York State Savings Banks Association 
“Your public is almost dazed by tle 
present increases in its income. A 
of national defense money is gushilig 
into the State of New York. You hat 
a Government which is striving succes 
fully with manufacturers and merchaiis 
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tohold prices down. Therefore, people 
can save. And you are not only tradi- 
tional custodians of their savings, in 
your own right. You now are agen- 
cies of the Government for the sale of 
its Defense Savings Bonds. So you can 
serve every would-be saver who calls. If 

ple were jammed as thickly on your 
foor as on the street floor of Macy’s, 
the day before a holiday, you would 
still have magnificent ways to serve 
them, on your own account and on ours. 


“But why should millions of new 
savers come to you?” he continued. 
“Will tradition bring them? Against 
the proud old tradition of your saving 
service, there is a vigorous new rumor 
that you don’t want new business. You 
know how quickly public interest cools 
toward any human enterprise that seems 
to have lost the desire to make progress, 
to forge ahead. 

“Your advertising opportunity today 
isa glittering one. But you must grasp 
it yourselves. And if you realize its 
full implications, you wilk know why 
I called it the most extraordinary op- 
portunity you will ever see. Wages and 
employment are up. Prices and taxes 
are still not oppressive, as far as the 
average man is concerned. But people 
know that we are not in a permanent 
Elysium, as so many people thought 
we were, between 1922 and 1929. 
People look anxiously into the future. 
Nobody expects these temporary hal- 


cyon days to endure. Everybody needs 
a safe cache for his money. 


“How can we check the present flood 
of spending for useless luxuries and 
for all sorts of articles which people 
think will be off the market soon? Only 
one force can do this. That force is 
advertising. 


“Your campaign, whether you do it 
cooperatively or individually, cannot be 
selfish. This is no time for success 
stories. It is no time to glorify private 
interests. The threat from abroad is 
too real. The real threat from within is 
that we may become too dazed by the 
fleeting false prosperity of the moment 
to face and accomplish the task of mak- 
ing this country and its citizens secure. 


“Only steady savings can do this for 
citizens who would otherwise find them- 
selves in serious trouble at the end of 
the present armament boom. And the 
only voice loud enough and authorita- 
tive enough to be ‘heard is the voice of 
a group of banks which have steadily 
preached savings for more than a hun- 
dred years, 


“Will you raise that voice, loud and 
strong?” 


**You Can’t Charge It!!”’ 


Under this heading the National Bank 
of Detroit points out that thousands of 
people who have never before paid an 
income tax will be expected to do so on 


This realistic war-like exhibi- 
tion is being shown at the Cen- 
tral City offices of the Corn 
Exchange National Bank and 
Trust Company, Philadelphia. 
It is daily attracting the atten- 
tion and defense dollars of 
many people. 
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March 15. The advertisement includes 
a table showing what tax must be paid 
by persons in various income groups 
and offers the facilities of its savings 
department to accumulate funds to pay 
these taxes when due. 


Services for the Individual 


A recent advertisement of the Morris 
Plan Bank of Virginia lists the follow- 
ing services “for the individual—the 
family—the home”: 


2 per cent on Savings 

“Popular” checking accounts 
“Standard” checking accounts 
Christmas and Vacation Clubs 
Sate Deposit Boxes 

Travelers’ checks 

Cashier’s checks and exchange 
“Bankcredit” instalment financing 
Monthly-payment mortgage loans 
Long-term loans for business use 
Collection of notes and drafts 


Looking Ahead 


Under the heading “Planning for To- 
morrow’s Plowshares” the Lincoln Na- 
tional Bank of Syracuse, N. Y., pub- 


lishes a timely appeal to local manu- 
facturers. The text reads: 

“Todays’ automobile paints, anti- 
freeze, alcohols, furniture lacquers, 
finger-nail polishes came out of fac- 
tories that made explosives for World 
War I. Plants and machinery that 
otherwise would have been valueless, 
became the foundation for huge post- 
war industries and fortunes. 

“Now—when your factory and facil- 
ities are being expanded—is the time to 
ask: What will I do with this extra- 
productive-capacity when peace is de- 
clared? Lincoln Bank’s officers will 
gladly work with you on plans for 
beating today’s swords into tomorrow’s 
plowshares.” 


This Time—Save 


In a recent advertisement the Mer- 
chants National Bank of Mobile, Ala., 
offers some sound advice to the wage- 
earners of Mobile and reminds them of 
that other time when Mobile shipyards 


were booming and good wages were ly 
ing earned. Many failed to save jy 
those days and paid the price bitter) 
in the depression years which followed 
“This time,” says the bank, “make guy 
this ‘won’t happen to you. This tim 
+ 


Auto Repair Loans 


Many banks with small loan depar. 
ments are taking advantage of the cw. 
rent shortage of tires and the prosper. 
tive shortage of new cars to urge thei 
customers to keep their old car in r 
pair and are offering repair loans fo 
this purpose. 


Conforming to Regulation W 
The Morris Plan Bank of Virginia js 


including a slip with its monthly-pay. 
ment coupon books of all loans 
$1,000 or less reading as follows: 


This loan has been made within the terns 
approved by current Federal Reserve 
regulations® governing installment creiit 
“Any revision of the schedule of repay- 

ment of this loan... or any new loan mate 

by this bank or any other financial institu 
tion, company, or agency for the purpos 
of paying off all or part of this loan... 
must likewise conform with these Feder 

Reserve regulations. 

If at any time before you have paid of 
this loan, therefore, you need to have the 
repayment schedule adjusted, or if you 
require additional credit, please commui- 
cate promptly with an officer of this bank. 
Your account is much appreciated; and you 
will find the bank glad to co-operate with 
you in every way possible. 

THE MORRIS PLAN BANK 
OF VIRGINIA 


Historic Homes 


The interest which they evoked from 
Nashville, Tenn., has issued in bookle 
form the cellection of pen illustrations 
of historic homes which have appeared 
during the past year as illustrations i 
a series of advertisements. 

The interest which they evoked from 
educational institutions, garden clubs 
and individuals made the bank feel that 
the republication in brochure fom 
would be a matter of general interes 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


A. B. A. Head Wires President 


One of the first manifestations of our 
new national unity was the following 
telegram sent to President Roosevelt on 
December 8 by Henry W. Koeneke, 
president of the American Bankers As- 
sociation, who is president of the Se- 
curity Bank of Ponca City, Oklahoma: 
“Deeply conscious of the import of your 
historic message to which I have just 
listened, on behalf of the American 
Bankers Association I pledge to you 
and to the people of the United States 
the complete support of the nation’s 


banks.” 


Bank of America in New Head Office 
Building 


Massive in bulk, chaste in its clear 
cut beauty, modern to its last detail, 
Bank of America’s new San Francisco 
head office building was formally 
opened on December 9 by A. P. Gian- 
nini, founder of the institution and 
chairman of the board of directors. Mr. 
Giannini took the occasion to announce 
that on the same day California has 
achieved a two billion dollar bank, the 
resources of Bank of America having 
passed that figure. 

During the afternoon the board held 
its first regular meeting in the mag- 
nificent directors’ room on the 12th 
floor. Dedication and opening cere- 
monies in the evening were sponsored 
by the staff of the bank, and the entire 
evening was turned over to them as a 
ouse-warming event. 

Remaining days of the week were de- 
voted to “open house” for the general 


public. More than a hundred thousand 
visitors thronged the building and 
viewed its up-to-the-minute accommoda- 
tions and facilities. 


Cleveland Trust Pays Christmas 
Bonus 


All employes earning $5,000 a year 
or less who have been in the service of 
the Cleveland Trust Company for more 
than six months received a quarter of 
their regular monthly salary on Decem- 
ber 12. Those who had been with the 
bank for less than six months received 
one-eighth of their monthly salaries, 
with a minimum payment of $10. 


Arthur F. Perry 


Arthur F. Perry, vice-chairman of the 
board of the Barnett National Bank, 
Jacksonville, Fla., died on December 21, 
1941. 


Fischer Made Budget Director 


J. M. Fischer, for several years a sec- 
retary to President L. M. Giannini of 
the Bank of America, San Francisco, 
has been advanced to the post of assist- 
ant vice-president and budget director 
in the Comptroller’s division of the 


bank. 


Manufacturer’s Twenty-Five Year 
Club Meets 


The annual dinner of the Twenty- 
Five Year Club of the Manufacturers 
Trust Company, New York, comprising 
officers and employes who have been 
with the bank twenty-five years or 
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longer, was held on December 10 and 
was attended by 150 members and their 
wives, including 24 new members who 
were inducted on this occasion. The 
principal speaker was Harvey D. Gib- 
son, president of the bank. 


Donald H. Hemingway 


Donald H. Hemingway, vice-presi- 
dent, of the Second National Bank of 
New Haven, Conn., died on December 
11. Mr. Hemingway was a graduate of 
Yale in the Class of 1914. 


Josiah H. Gifford 


Josiah H. Gifford, president of the 
Merchants National Bank of Salem, 
Mass., died on December 23. 


Convention Dates 
NATIONAL 


January 19-21—A. I. B. Executives Coun- 
cil, Hotel McCurdey, Evansville, Ind. 
February 3-5—American Bankers Associa- 
tion, Mid-Winter Trust. Conference, Wal- 

dorf-Astoria Hotel, New York. 

February 13-14—Independent Bankers As- 
sociation, St. Paul, Minn. 

March 29-April 1—Association of Reserve 
City Bankers, Hotel Biltmore, Palm 
Beach, Fla. 

April 19-22—Executive Council, American 
Bankers Association, The Homestead, 
Hot Springs, Va. 

May 21-23—National Safe Deposit Associa- 
tion, Minneapolis, Minn. 

June 8-12—American Institute of Banking, 
Hotel Roosevelt, New Orleans. 

June 15-27—Graduate School of Banking, 
Rutgers University, New Brunswick, 
Nu 

September 27-October 1—American Bank- 
ers Association, Book-Cadillac and Stat- 
ler Hotel, Detroit, Mich. 

September—Financial Advertisers Associa- 
tion, Chicago. 


STATE AND REGIONAL 


January 19—N. Y. State Bankers, Mid- 
Winter meeting, Waldorf-Astoria, New 
York. . 

January 20-22—Missouri Bankers Univer- 
sity Conference, University of Missouri, 
Columbia. 

January 21-22—Wisconsin Mid-Winter Con- 
ference, Pfister Hotel, Milwaukee. 


January 21-23—Louisiana Bankers Confer. 
ence, State University, Baton Rouge, 
January 22—TIllinois Mid-Winter Confer. 

ence, Palmer House, Chicago. 

February 11-13—Georgia Bankers Associa. 
tion, Biltmore Hotel, Atlanta. 

February 19-20—A. B. A. Real Estate 
Mortgage Clinic, New Washington Hotel, 
Seattle, Wash. 

‘February 22-23—Kansas Junior Banker 
Association, Emporia. 

February 26-27—A. B. A. Real Kstate 
Mortgage Clinic, St. Francis Hotel, Sa 
Francisco. 

March 4-6—A. B. A. Eastern Regional Con. 
ference, Waldorf-Astoria Hotel, Ney 
York. 

May 4-6—Arkansas Bankers Association, 
Hot Springs. 

May 7-8—Oklahoma Bankers Association, 
Tulsa. 

May 8-9—North Carolina Bankers Associa 
tion, Pinehurst. 

May 11-13—Mississippi Bankers 
tion. Place not yet decided. 
May 11-13—Missouri Bankers Association 

Place not yet decided. 

May 13-14—Indiana Bankers Association, 
Claypool Hotel, Indianapolis. 

May 13-15—Kansas Bankers 
place undecided. 

~May 14-16—New Jersey Bankers Associa- 
tion, Hotel Traymore, Atlantic City. 

May 18-20—California Bankers Association, 
Hotel Del Monte, Del Monte. 

May 20-21—Ohio Bankers Association, 
Hotel Statler, Cleveland. 
May 20-22—Illinois Bankers 

St. Louis. 

May 21-23—Massachusetts Bankers Asso 
ciation, New Ocean House, Swampscott. 

May 26-28—Texas Bankers Association, 
Gunter Hotel, San Antonio. 

May 29-30—Arkansas Junior Bankers As 
sociation, Fort Smith. 

June 3-5—South Dakota Bankers Associe- 
tion, Cataract Hotel, Sioux Falls. 

June 3-7—District of Columbia Bankers 
Association, Hot Springs, Va. 

June 5-6—Idaho Bankers Association, Su 
Valley. 

June 5-6—New Hampshire Bank Manage 
ment Conference, Amos Tuck School 
Dartmouth College, Hanover. 

June 8-10—Minnesota Bankers Association, 
Hotel Duluth, Duluth. 

June 11-13—West Virginia Bankers Asso 
ciation, White Sulphur Springs. 

June 16-18—Wisconsin Bankers Assotit 
tion, Hotel Schroeder, Milwaukee. 

June 18-20—Montana Bankers Association, 
Yellowstone National Park. 

June 25-27—Virginia Bankers Association 
Homestead, Hot Springs, Va. 

June 26-28—Maine Bankers Association 
Poland Spring House, Poland Spring. 


Assotia- 


Association, 


Association, 
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